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Mai nt enance Organi zation Act. The revised | aw
omts the provision as executed. The omtted
| aw reads:

Art. 20A.34. This Act shall take effect
on the first day of Decenber, 1975.

(2) V.T.I.C. Article 20A.35 is a
severability clause. The revised law onmts
t he provision because it duplicates Section
311. 032, Governnent Code (Code Construction
Act), applicable to the revised | aw, and
Section 312.013, CGovernment Code. Those
sections state that a provision of a statute
is severable fromeach other provision of the
statute that can be given effect. The
omtted | aw reads:

Art. 20A.35. If any provision of this
Act or the application thereof to any person
or circunstance is held invalid for any
reason, the invalidity shall not affect the
ot her provisions or any other application of
this Act which can be given effect w thout
the invalid provisions or application. To
this end, all provisions of the Texas Health
Mai nt enance Organi zation Act are declared to
be severabl e.

CHAPTER 844. CERTI FI CATI ON OF CERTAI N NONPROFI T HEALTH
CORPCRATI ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 844.001. DEFI NI TI ONS 513
Sec. 844.002. EXCEPTI ONS 514
Sec. 844.003. EXCEPTIONS TO TEXAS HEALTH MAI NTENANCE
ORGANI ZATI ON ACT 515
Sec. 844.004. RULES 515
Sec. 844.005. PROVI SION OF CERTAI N SERVI CES ON BEHALF OF
HEALTH MAI NTENANCE ORGANI ZATI ONS 515
[ Sections 844. 006-844. 050 reserved for expansion]
SUBCHAPTER B. AUTHORI TY TO ENGAGE | N BUSI NESS
Sec. 844.051. CERTIFICATE OF AUTHORI TY REQUI RED 516
Sec. 844.052. CERTIFI CATE APPLI CATION; ELIG BILITY
REQUI REMENTS 517
Sec. 844.053. PROVI SI ONAL CERTI FI CATE OF AUTHORI TY 518
Sec. 844.054. POWNERS AND DUTI ES OF CERTI FI CATE HOLDER 519
[ Sections 844. 055-844. 100 reserved for expansion]



SUBCHAPTER C. PROHI Bl TED CONDUCT
Sec. 844.101. UNFAIR COWPETI TI ON 519
CHAPTER 844. CERTI FI CATI ON OF CERTAI N NONPROFI T HEALTH
CORPORATI ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 844.001. DEFINITIONS. 1In this chapter:

(1) "Approved nonprofit health corporation" neans a
nonprofit health corporation certified under Section 162.001,
Cccupati ons Code.

(2) "Certificate holder"” nmeans an approved nonprofit
heal th corporation that holds a certificate of authority issued
under this chapter

(3) "Health care plan" has the nmeaning assi gned by
Section 843.002.

(4) "Health mai ntenance organization” neans a health
mai nt enance organi zation |icensed under Chapter 843. (V.T.I.C.
Art. 21.52F, Secs. 1(2), (3), (4), (5).)

Source Law

Art. 21.52F
Sec. 1. In this article:

(2) "Approved nonprofit health
corporation” neans a nonprofit health
corporation certified under Section 5.01(a),
Medi cal Practice Act (Article 4495b, Vernon's
Texas Civil Statutes).

(3) "Certificate holder"” nmeans an
approved nonprofit health corporation that
holds a certificate of authority issued under
this article.

(4) "Health care plan" has the
meani ng assigned by Section 2, Texas Health
Mai nt enance Organi zation Act (Section 20A. 02,
Vernon's Texas | nsurance Code).

(5) "Health maintenance
organi zati on" means a heal th mai ntenance
organi zation |icensed under the Texas Health
Mai nt enance Organi zation Act (Chapter 20A,
Vernon's Texas | nsurance Code).

Revi sor's Note

(1) Section 1(1), V.T.1.C Article
21.52F, defines "applicant.” The revised |aw
omts that definition because its neaning is
clear fromthe context in which the term
appears in the revision. The omtted | aw




reads:

(1) "Applicant"” means an approved
nonprofit health corporation that has filed
an application with the conmm ssioner for
certification under this article.

(2) Section 1(2), V.T.1.C. Article
21.52F, refers to Section 5.01(a), Medical
Practice Act (Article 4495b, Vernon's Texas
Cvil Statutes). That statute was codified
in 1999 as Section 162.001, Cccupations Code.
The revised law is drafted accordingly.
Revi sed Law
Sec. 844.002. EXCEPTIONS. This chapter does not apply to:
(1) an approved nonprofit health corporation that
contracts to arrange for or provide health care services on a
fee-for-service basis;
(2) a contract entered into by a certificate holder to
arrange for or provide health care services on a fee-for-service
basis; or

(3) an activity exenpt fromregul ati on under Section
843. 053 or 843.073. (V.T.1.C. Art. 21.52F, Sec. 2(b).)
Source Law

(b) This article does not apply to:

(1) an approved nonprofit health
corporation that contracts to arrange for or
provi de health care services on a
fee-for-service basis;

(2) <contracts entered into by a
certificate holder to arrange for or provide
health care services on a fee-for-service
basis; or

(3) an activity exenpt from
regul ati on under Section 26(f), Texas Health
Mai nt enance Organi zati on Act (Chapter 20A,
Vernon's Texas | nsurance Code).

Revi sed Law
Sec. 844.003. EXCEPTIONS TO TEXAS HEALTH MAI NTENANCE
ORGANI ZATI ON ACT. This chapter may not be construed to alter the
exceptions stated in Sections 843.053 and 843.073. (V.T.1.C
Art. 21.52F, Sec. 2(d).)

Source Law

(d) This article shall not be construed
to alter the exceptions set out in Section
26(f), Texas Heal th Mintenance Organization



Act (Chapter 20A, Vernon's Texas |nsurance
Code) .

Revi sed Law
Sec. 844.004. RULES. Except as provided by Section
844.101(b), the comm ssioner shall adopt rules to inplenent this
chapter. (V.T.1.C Art. 21.52F, Sec. 7.)
Source Law

Sec. 7. Except as provided by Section
5(b) of this article, the comm ssioner shal
adopt rules to inplement this article.

Revi sed Law

Sec. 844.005. PROVI SION OF CERTAI N SERVI CES ON BEHALF OF
HEALTH MAI NTENANCE ORGANI ZATIONS. (a) An approved nonprofit
heal th corporation may arrange for or provide health care
services on a risk-sharing or capitated risk arrangenent on
behal f of a heal th mai nt enance organi zati on.

(b) An approved nonprofit health corporation is not
required to obtain a certificate of authority under this chapter
or under Chapter 843 to arrange for or provide health care
services as provided by Subsection (a). (V.T.1.C. Art. 21.52F
Sec. 2(c).)

Source Law

(c) An approved nonprofit health
corporation may arrange for or provide health
care services on a risk-sharing or capitated
ri sk arrangement on behalf of a health
mai nt enance organi zation. An approved
nonprofit health corporation acting under
this subsection is not required to obtain a
certificate of authority under this article
or under the Texas Heal th Mintenance
Organi zati on Act (Chapter 20A, Vernon's Texas
| nsurance Code).

[ Sections 844. 006-844. 050 reserved for expansion]

SUBCHAPTER B. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 844.051. CERTIFI CATE OF AUTHORI TY REQUI RED. An
approved nonprofit health corporation nmay not arrange for or
provide a health care plan to enrollees on a prepaid basis unless
the corporation holds a certificate of authority issued under
this chapter. (V.T.1.C Art. 21.52F, Sec. 2(a).)




Source Law

Sec. 2. (a) An approved nonprofit
heal th corporation may arrange for or provide
a health care plan to enrollees on a prepaid
basis only if the corporation obtains and
mai ntains a certificate of authority issued
by the departnment under this article.

Revi sor's Note
(1) Section 2(a), V.T.1.C. Article
21.52F, refers to a certificate of authority
i ssued "by the departnent” under this
chapter. The revised |law omts the quoted
| anguage as unnecessary because only the
Texas Departnent of |nsurance may issue a
certificate of authority under this chapter
(2) Section 2(a), V.T.1.C. Article
21.52F, refers to a corporation that "obtains
and mai ntains" a certificate of authority.
The revised | aw substitutes "hol ds" for
"obtai ns and mai ntai ns" because, in context,
"obtai ns and maintai ns" and "hol ds" are
synonynous and "holds" is nore comonly used
in |licensing statutes.
Revi sed Law
Sec. 844.052. CERTIFI CATE APPLI CATION;, ELIGBILITY
REQUI REMENTS. (a) An approved nonprofit health corporati on may
apply to the departnent for a certificate of authority under this
chapter.
(b) The conm ssioner may issue a certificate of authority
only to an applicant that:

(1) nmeets the same requirenents for the issuance of a
certificate of authority that a heal th maintenance organi zation
is required to neet under Chapter 843; and

(2) establishes accreditation by:

(A) the National Commttee on Quality Assurance;
(B) the Joint Comm ssion on Accreditation of
Heal thcare Organi zation's accreditation for health care networks;
or

(C© an accrediting organi zation recogni zed by
rule of the commssioner. (V.T.1.C Art. 21.52F, Secs. 3, 4(a)

(part).)
Source Law

Sec. 3. The conmi ssioner may issue a
certificate of authority only to an approved
nonprofit health corporation that:



(1) nmeets each requirenent for the
i ssuance of a certificate of authority as a
heal t h mai nt enance organi zati on i nposed by
t he Texas Heal th Mai ntenance Organization Act
(Chapter 20A, Vernon's Texas | nsurance Code)
as if the approved nonprofit health
corporation were a health nmai ntenance
organi zation; and

(2) is accredited under Section 4
of this article.

Sec. 4. (a) An applicant nust
establish . . . accreditation by:

(1) the National Commttee on
Qual ity Assurance;

(2) the Joint Conmm ssion on
Accreditation of Healthcare Organization's
accreditation for health care networks; or

(3) an accrediting organi zation
recogni zed by rule of the comm ssioner.

Revi sor's Note
The revised law clarifies the procedure
by whi ch an approved nonprofit health
corporation obtains a certificate of
authority under this chapter by stating that
a corporation may apply to the departnent for
a certificate of authority. Section 3,
V.T.1.C. Article 21.52F (revised as this
section), requires an approved nonprofit
heal th corporation to neet the sane
requi renents for issuance of a certificate of
authority that a heal th mai ntenance
organi zation is required to nmeet under
Chapter 20A, revised in this code as Chapter
843. The requirenents under that chapter
include a requirenent that a health
mai nt enance organi zation file with the
conmi ssioner an application for a certificate
of authority. See V.T.I.C Article 20A. 04,
revised in this code as Section 843.076 and
Sections 843.078-843.080. The revised lawis
drafted to clarify that the procedure for
obtaining a certificate of authority under
this chapter includes that application
requirenent.
Revi sed Law
Sec. 844.053. PROVI SI ONAL CERTI FI CATE OF AUTHORI TY. The
conmmi ssioner shall grant a provisional certificate of authority




to an applicant if:

(1) the applicant has applied for accreditation from
an accrediting organi zati on descri bed by Section 844.052(b)(2);

(2) the applicant is diligently pursuing
accreditation;

(3) the accrediting organi zation has not denied the
application for accreditation; and

(4) the applicant satisfies each other requirenent of
this chapter. (V.T.1.C Art. 21.52F, Sec. 4(b).)

Source Law

(b) The conm ssioner shall grant a
provi sional certificate of authority to an
applicant if:

(1) the applicant has applied for
accreditation;

(2) the applicant is diligently
pur sui ng accreditation;

(3) the accrediting organization
has not denied the accreditation; and

(4) all other requirenments of this
article are satisfied.

Revi sed Law

Sec. 844.054. POWNERS AND DUTI ES OF CERTI FI CATE HOLDER. (a)
A certificate holder has all the powers granted to and duties
i nposed on a heal th nmai ntenance organi zati on under the insurance
laws of this state, including Chapter 843, and is subject to
regul ati on and regul atory enforcenent under those laws in the
same manner as a heal th mai ntenance organi zati on.

(b) A certificate holder shall maintain accreditation as
descri bed by Section 844.052(b)(2). (V.T.1.C Art. 21.52F, Secs.
4(a) (part), 6.)

Source Law

Sec. 4. (a) . . . acertificate hol der
must maintain [accreditation by:

(1) the National Commttee on
Qual ity Assurance;

(2) the Joint Conmi ssion on
Accreditation of Healthcare Organization's
accreditation for health care networks; or

(3) an accrediting organization
recogni zed by rule of the conmm ssioner. ]

Sec. 6. Acertificate holder has all
the powers granted to and duties inposed on a
heal t h mai nt enance organi zati on under the



Texas Heal th Mi ntenance Organi zation Act
(Chapter 20A, Vernon's Texas | nsurance Code)
and the insurance laws of this state, and is
subject to regulation and regul atory

enf orcenment under those laws in the sane
manner as a heal th mai ntenance organi zati on.

[ Sections 844. 055-844. 100 reserved for expansi on]

SUBCHAPTER C. PROHI BI TED CONDUCT
Revi sed Law
Sec. 844.101. UNFAIR COWETITION. (a) A certificate
hol der may not engage in unfair and disruptive provider hiring or
contracting practices for the purpose of limting conpetition
fromtraditional community providers.
(b) The Texas State Board of Medical Exam ners shall adopt
rules to inplenment this section. (V.T.1.C Art. 21.52F, Sec. 5.)
Source Law

Sec. 5. (a) Acertificate holder may
not engage in unfair and disruptive provider
hiring or contracting practices, the purpose
of which is to limt conpetition from
tradi tional comunity providers.

(b) The Texas State Board of Medi cal
Exam ners shall adopt rules to inplenent this
secti on.

CHAPTER 845. STATEW DE RURAL HEALTH CARE SYSTEM
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 845.001. SHORT TITLE 521
Sec. 845.002. DEFI NI TI ONS 521
Sec. 845.003. RURAL AREA DESI GNATI ON 523
Sec. 845.004. RULES 524
[ Sections 845. 005- 845. 050 reserved for expansi on]
SUBCHAPTER B. SYSTEM
Sec. 845.051. STATEWDE RURAL HEALTH CARE SYSTEM 525
Sec. 845.052. ORGAN ZATI ON REQUI REMENTS 525
Sec. 845.053. APPLI CATI ON OF TEXAS HEALTH MAI NTENANCE
ORGANI ZATI ON ACT 526
Sec. 845.054. LOCAL GOVERNMENT 527
Sec. 845.055. PROVI SI ON OF ADM NI STRATI VE AND HEALTH CARE
SERVI CES 528
Sec. 845.056. G FTS AND GRANTS 529
Sec. 845.057. LIMTATION ON AUTHORI TY OF PARTI Cl PATI NG
HOSPI TAL PROVI DERS 529
Sec. 845.058. SALE OR DI SSCLUTI ON OF SYSTEM 530
[ Sections 845. 059-845. 100 reserved for expansi on]



SUBCHAPTER C. BOARD OF DI RECTORS

Sec. 845.101. APPO NTMENT OF BOARD 530

Sec. 845.102. TERMS; VACANCY 532

Sec. 845.103. REMOVAL OF CERTAI N BOARD MEMBERS 532

Sec. 845.104. BOARD DUTIES 533

Sec. 845.105. RULES RELATI NG TO ADM NI STRATI VE AND HEALTH
CARE SERVI CES 533

Sec. 845.106. OFFICERS 533

Sec. 845.107. EXECUTI VE COW TTEE 534

Sec. 845.108. ADM NI STRATI VE SERVI CES; PERSONNEL 534

Sec. 845.109. ADVI SORY COW TTEES 535

Sec. 845.110. OPEN MEETI NGS AND RECORDS REQUI REMENTS 535

[ Sections 845.111-845. 150 reserved for expansi on]
SUBCHAPTER D. STATE MANAGED CARE CONTRACTS

Sec. 845.151. CONTRACT AWARD 537

Sec. 845.152. PARTI Cl PATI ON REQUI REMENT 537

Sec. 845.153. RElI MBURSEMENT AT STATE- DEFI NED CAPI TATI ON
RATE 538

Sec. 845.154. RIGHT OF STATE TO CANCEL CONTRACT ON SALE OR
DI SSOLUTI ON 539

CHAPTER 845. STATEW DE RURAL HEALTH CARE SYSTEM
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 845.001. SHORT TITLE. This chapter may be cited as
the Statewi de Rural Health Care System Act. (V.T.I.C
Art. 20C. 01.)

Source Law

Art. 20C.01. This chapter may be cited
as the Statew de Rural Health Care System
Act .

Revi sed Law
Sec. 845.002. DEFINITIONS. |In this chapter:
(1) "Board" nmeans the board of directors of the

system

(2) "Enrollee" neans an individual entitled to receive
heal th care services through a health care plan arranged for or
provi ded by the system

(3) "Health care services" has the neaning assi gned by
Section 843.002.

(4) "Hospital provider" neans a county hospital,
county hospital authority, hospital district, mnunicipal hospital,
or municipal hospital authority.

(5) "Local health care provider" neans:

(A) a person licensed, registered, or certified
as a health care practitioner in this state who resides or
practices in a rural area in which the person provides health



care services; or
(B) a general or specialty hospital that is not a
hospi tal provider under this chapter

(6) "Participating hospital provider” neans a hospital
provi der that participates in the system

(7) "Person" neans an individual, professional
associ ation, professional corporation, partnership, limted
l[tability corporation, limted liability partnership, or
nonprofit corporation, including a nonprofit corporation
certified under Section 162.001, Cccupations Code.

(8) "Rural area" neans:

(A) a county with a popul ation of 50,000 or |ess;
(B) an area that is not delineated as an
ur bani zed area by the United States Bureau of the Census; or
(© any other area designated as rural by a rule
adopted by the comm ssioner, subject to Section 845. 003.

(9) "Systent neans the statewi de rural health care
system est abl i shed under this chapter.

(10) "Territorial jurisdiction”™ nmeans the geographi cal
area in which a participating hospital provider is obligated by
|aw to provide health care services. (V.T.1.C Art. 20C. 02,
Subsec. (a).)

Source Law

Art. 20C.02. (a) In this chapter

(1) "Board" nmeans the board of
directors of the system

(2) "Enrollee" neans an individual
entitled to receive health care services
t hrough a health care plan arranged for or
provi ded by the system

(3) "Health care services" has the
meani ng assigned by Section 2, Texas Health
Mai nt enance Organi zation Act (Article 20A 02,
Vernon's Texas | nsurance Code).

(4) "Hospital provider" neans a
county hospital, county hospital authority,
hospital district, municipal hospital, or
muni ci pal hospital authority.

(5) "Local health care provider"
neans:

(A) a person |icensed,
registered, or certified as a health care
practitioner in this state who resides in or
practices in a rural area in which the person
provi des health care services; or

(B) a general or specialty
hospital that is not a hospital provider



under this chapter

(6) "Participating provider"” neans
a hospital provider that participates in the
system

(7) "Person" neans an individual,
pr of essi onal associ ation, professional
corporation, partnership, limted liability
corporation, limted liability partnership,
or nonprofit corporation, including a
nonprofit corporation created under Section
5.01(a), Medical Practice Act (Article 4495b,
Vernon's Texas Civil Statutes).

(8) "Rural area" neans:

(A) a county with a
popul ati on of 50,000 or |ess;

(B) an area that is not
del i neated as an urbani zed area by the
federal census bureau; or

(C© any other area designated
as rural by rules adopted by the
conmi ssi oner, subject to Subsection (b) of
this article.

(9) "Systent neans the statew de
rural health care system established by this
chapter.

(10) "Territorial jurisdiction"
means the geographical area in which a
participating provider is obligated by law to
provi de health care services.

Revi sor's Note
Subsection (a)(7), V.T.I1.C. Article
20C. 02, refers to a nonprofit corporation
created under Section 5.01(a), Medical
Practice Act (Article 4495b, Vernon's Texas
Cvil Statutes). The revised |law refers
instead to a nonprofit corporation certified
under that statute because that statute
provides for the certification of nonprofit
organi zations already created under the Texas
Non-Profit Corporation Act. In addition,
Section 5.01(a), V.AC.S. Article 4495b, was
codified in 1999 as Section 162. 001,
Cccupations Code. The revised lawis drafted
accordingly.
Revi sed Law
Sec. 845.003. RURAL AREA DESI GNATION. In determ ning
whet her to designate an area as a rural area under this chapter




t he conmm ssioner shall consider any area that is delineated as an
ur bani zed area by the United States Bureau of the Census and:

(1) is contiguous with and not nore than 10 mles away
froma rural area described by Section 845.002(8) (A or (B);

(2) is sparsely popul ated, conpared to areas within a
10-mle radius that are delineated as urbani zed areas by the
United States Bureau of the Census;

(3) has not increased in population in any single
cal endar year in the seven years before the conmm ssioner mnakes
t he designation; and

(4) in which enmergency or primary care services:

(A) are limted or unavailable in accordance with
network access standards inposed by the conm ssioner under
Chapters 20A and 843; and

(B) would be nmade materially nore accessible by
all owi ng access to care in a contiguous area that is otherw se
eligible to participate in the system (V.T.1.C. Art. 20C. 02,
Subsec. (b).)

Source Law

(b) In designating rural areas under
Subsection (a)(8) of this article, the
conmi ssi oner shall consider any area that is
del i neated as an urbani zed area by the
federal census bureau and:

(1) is contiguous with and not
nore than 10 mles away froma rural area
descri bed by Subsection (a)(8)(A) or (B) of
this section;

(2) is sparsely popul at ed,
conpared to areas within a 10-mle radius
that are delineated as urbani zed areas by the
federal census bureau;

(3) has not increased in
popul ation in any single cal endar year in the
seven years before the comm ssioner nmekes the
desi gnati on; and

(4) in which enmergency or primary
care services are limted or unavailable in
accordance with network access standards
i nposed by the conmm ssioner under the Texas
Heal t h Mai nt enance Organi zation Act (Chapter
20A, Vernon's Texas Insurance Code) and in
whi ch those services would be made materially
nore accessible by allowi ng access to care in
a contiguous area that is eligible to
participate in the system



Revi sed Law
Sec. 845.004. RULES. The conm ssioner shall adopt rules as
necessary to inplenent this chapter. (V.T.1.C. Art. 20C 15.)
Source Law

Art. 20C. 15. The comm ssioner shal
adopt rules as necessary to inplenment this
chapter.

[ Sections 845. 005-845. 050 reserved for expansi on]

SUBCHAPTER B. SYSTEM
Revi sed Law
Sec. 845.051. STATEWDE RURAL HEALTH CARE SYSTEM The

conmi ssi oner shall designate a single organization as the
statewide rural health care systemto arrange for or provide
health care services to enrollees who reside in rural areas.
(V.T.1.C. Art. 20C. 03; Art. 20C. 04, Subsec. (a).)

Source Law

Art. 20C 03. The statew de rural health
care systemis established to arrange for or
provi de health care services to enrollees who
reside in rural areas.

Art. 20C.04. (a) The conmm ssioner
shal |l designate as the system one
organi zation created under Article 20C 05 of
t hi s code.

Revi sor's Note
V.T.1.C. Article 20C. 03 provides for the
est abli shnment of the statew de rural health
care system The revised law omts this
provi sion as executed.
Revi sed Law
Sec. 845.052. ORGAN ZATI ON REQUI REMENTS. The system nust:
(1) be a corporation organized under the Texas
Non-Profit Corporation Act (Article 1396-1.01 et seq., Vernon's
Texas Civil Statutes); and
(2) consist of a conmbination of two or nore hospital
provi ders, each of which
(A) is a nmenber of the corporation; and
(B) is located in a rural area. (V.T.I.C
Art. 20C. 05, Subsec. (a).)

Source Law

Art. 20C.05. (a) The system nust be:
(1) a corporation organi zed under



t he Texas Non-Profit Corporation Act (Article
1396-1.01 et seq., Vernon's Texas G vil
Statutes); and

(2) conposed of a conbination of
two or nore hospital providers that are
menbers of the corporation and that are
| ocated in a rural area.

Revi sed Law

Sec. 845.053. APPLI CATI ON OF TEXAS HEALTH MAI NTENANCE
ORGANI ZATI ON ACT. (a) Except as otherw se provided by this
section, if the systemarranges for or provides health care
services to enrollees in exchange for a predeterm ned paynent per
enroll ee on a prepaid basis, the systemnust obtain a certificate
of authority under Chapter 843 and neet each requirenent inposed
by that chapter.

(b) The conmm ssioner by rule may provi de exceptions to the
application to the system of provisions of Chapter 20A or 843
that relate to m | eage, distance, and network adequacy and scope.

(c) The systemmay fulfill the reserve requirenents under
Chapter 843 by purchasing reinsurance frominsurance conpanies
approved for that purpose by the comm ssioner. (V.T.1.C
Art. 20C. 04, Subsecs. (b), (c), (d).)

Source Law

(b) Except as provided by Subsection
(c) of this article, if the system arranges
for or provides health care services to
enrol |l ees in exchange for a predeterm ned
paynent per enrollee on a prepaid basis, the
system nmust obtain a certificate of authority
under, and nmeet each requirenent inposed by,
t he Texas Heal th Mai ntenance Organization Act
(Chapter 20A, Vernon's Texas |Insurance Code),
as if the organi zati on were a person under
t he Act.

(c) |If the systemseeks a certificate
of authority under the Texas Health
Mai nt enance Organi zati on Act (Chapter 20A,
Vernon's Texas | nsurance Code), the
conmi ssi oner by rule may provide exceptions
to the application of provisions of the Texas
Heal t h Mai nt enance Organi zation Act (Chapter
20A, Vernon's Texas Insurance Code) relating
to mleage, distance, and network adequacy
and scope.

(d) If the system seeks a certificate
of authority under the Texas Health



Mai nt enance Organi zati on Act (Chapter 20A,
Vernon's Texas | nsurance Code), the system
shall neet all reserve requirenents required
by the conm ssioner under the Texas Health
Mai nt enance Organi zation Act (Chapter 20A,
Vernon's Texas I nsurance Code). The system
may fulfill the requirenments of this
subsection through the purchase of

rei nsurance frominsurance conpani es approved
for that purpose by the comm ssioner.

Revi sor's Note

(1) Subsection (b), V.T.I.C Article
20C. 04, requires the statewide rural health
care systemunder certain circunstances to
nmeet each requirenment of the Texas Health
Mai nt enance Organi zation Act "as if the
organi zati on were a person under the Act."
The revised law omts the quoted | anguage as
unnecessary because the term"person" as it
is used under the Texas Heal th Mi ntenance
Organi zation Act includes any legal entity
and specifically includes the system

(2) Subsection (d), V.T.I.C. Article
20C. 04, states that "[i]f the system seeks a
certificate of authority under the Texas
Heal t h Mai nt enance Organi zation Act (Chapter
20A, Vernon's Texas | nsurance Code), the
system shall neet all reserve requirenents
required by the conmm ssioner under the Texas
Heal t h Mai nt enance Organi zation Act (Chapter
20A, Vernon's Texas I nsurance Code)." The
revised law omts the quoted | anguage because
it is redundant of Subsection (b), V.T.I.C
Article 20C. 04, which requires the systemto
nmeet each requirenment of the Texas Health
Mai nt enance Organi zation Act (revised as
Chapter 843 of this code) to obtain a
certificate of authority under the Act.
These requirenents include the reserve
requi renents under the Act.

Revi sed Law
Sec. 845.054. LOCAL GOVERNMENT. (a) The systemi s:

(1) a unit of local governnent that is a governnental
unit for purposes of Chapter 101, G vil Practice and Renedi es
Code; and

(2) a local government for purposes of Chapter 102,
Cvil Practice and Renedi es Code.




(b) The systemmay enter into interlocal cooperation
contracts under Chapter 791, Governnent Code, and is a | oca
governnent for purposes of that chapter. (V.T.1.C Art. 20C. 05,
Subsecs. (b), (c).)

Source Law

(b) The systemis:

(1) a unit of |ocal governnent
that is a governmental unit for purposes of
Chapter 101, G vil Practice and Renedi es
Code; and

(2) a local government for
pur poses of Chapter 102, Gvil Practice and
Renedi es Code.

(c) The systemmay enter into
interlocal cooperation contracts under
Chapter 791, Governnent Code, and is a |ocal
government for purposes of that chapter.

Revi sed Law

Sec. 845.055. PROVI SION OF ADM NI STRATI VE AND HEALTH CARE
SERVICES. (a) The systemshall contract with or otherw se
arrange for |local health care provider networks conposed of not
nore than 19 counties to deliver health care services to
enrollees residing in the rural areas of the territorial
jurisdiction of the participating hospital providers.

(b) If the local health care provider networks under
contract or arrangenent with the system as provided by Subsection
(a) are unable to provide the type and quality of health care
services required by the enrollees, the systemmy contract with
health care practitioners who are not |ocal health care
provi ders.

(c) The system may:

(1) enter into a contract or joint venture to provide
adm ni strative services under this chapter

(2) enter into an intergovernnental or interlocal
agreenent; or

(3) provide technical assistance and nmanagenent
services to local health care providers as necessary to deliver
health care services. (V.T.1.C Art. 20C 11, Subsecs. (b), (c),
(d); Art. 20C. 12, Subsecs. (b), (c).)

Source Law

[Art. 20C. 11]

(b) The systemmay enter into contracts
or joint ventures to provide adm nistrative
services under this chapter

(c) The systemmay enter into



Sec. 845. 056.

i ntergovernnental and interlocal agreenents.

(d) The system may provide technical
assi stance and managenent services to | ocal
heal th care providers as necessary to deliver
heal th care services.

[Art. 20C. 12]

(b) The systemshall contract with or
otherwi se arrange for |local health care
providers to deliver health care services to
enrollees residing in the rural areas of the
territorial jurisdiction of the participants.
| f those local health care providers are
unable to provide the type and quality of
servi ces needed by the enroll ees, the system
may contract with health care practitioners
who are not |ocal health care providers.

(c) In contracting with or otherw se
arranging for local health care providers to
deliver health care services to rura
enrol |l ees, the systemmay contract only with
| ocal health care provider networks that are
conposed of not nore than 19 counti es.

Revi sed Law
G FTS AND GRANTS. The system may accept

gifts or grants of noney or property to provide prograns and
services. (V.T.1.C. Art. 20C 13.)

Sec. 845. 057.
HOSPI TAL PROVI DERS

Source Law

Art. 20C. 13. The system nmay accept
gifts and grants of noney, personal property,
and real property to use in the provision of
the system s prograns and services.

Revi sor's Note

V.T.1.C. Article 20C. 13 refers to gifts
and grants of "personal property"” and "real
property."” The revised lawrefers to gifts
and grants of "property" because under
Section 311.005(4), Governnent Code (Code
Construction Act), "property” includes both
real and personal property. That definition
applies to the revised | aw

Revi sed Law

LI M TATI ON ON AUTHORI TY OF PARTI ClI PATI NG
The participating hospital providers may

exercise only the authority provided by Sections 845. 058,



845. 101, and 845.103. (V.T.I.C. Art. 20C 10, Subsec. (a) (part).)
Source Law

Art. 20C. 10. (a) The powers of the
participating providers are limted to:

[(1) the election, by a majority
vote of the governing bodies of the
participating providers, of the six nmenbers
of the board of directors of the systemto be
appoi nted by the conbi ned participating
provi ders under Article 20C. 06(b) of this
code;

(2) the authorization by a
two-thirds vote of the sale of the system or
substantially all of the assets of the
system and

(3) the renoval by a two-thirds
vote of any nmenber of the board who was
appoi nted by the participating providers.]

Revi sed Law
Sec. 845.058. SALE OR DI SSCLUTI ON OF SYSTEM (a) The
participating hospital providers may authorize, by a two-thirds
vote, the sale of the systemor substantially all of the assets
of the system
(b) Except as otherw se provided by law, on the sale or
di ssolution of the systemor the sale of substantially all of the
assets of the system the net revenue shall be distributed
equally to the participating hospital providers after paynent of
any outstanding liabilities incurred by the system (V.T.1.C
Art. 20C. 10, Subsecs. (a) (part), (b).)
Source Law

[(a) The powers of the participating
providers are limted to:]

(2) the authorization by a
two-thirds vote of the sale of the system or
substantially all of the assets of the
system and

(b) Except as otherw se provided by
law, in the event of the sale or dissolution
of the systemor substantially all of the
assets of the system the net revenue shal
be redistributed on an equal basis to the
participating providers after paynent of any
out standi ng debts, liabilities, or other



obligations incurred by the system

Revi sor's Note

Subsection (b), V.T.1.C Article 20C. 10,
refers to "debts, liabilities, or other
obligations"” of the statewi de rural health
care system The references to "debts" and
"obligations" are omtted fromthe revised
| aw because the neaning of each of those
terms is included in the neani ng of
“liabilities."

[ Sections 845. 059-845. 100 reserved for expansion]
SUBCHAPTER C. BQOARD OF DI RECTORS
Revi sed Law

Sec. 845.101. APPO NTMENT OF BOARD. (a) The systemis
governed by a board of directors that consists of 18 nenbers.

Not wi t hst andi ng the Texas Non-Profit Corporation Act (Article
1396-1.01 et seq., Vernon's Texas Civil Statutes), appointnents
to the board shall be made as provided by this section.

(b) The participating hospital providers shall elect, by a
maj ority vote of the governing bodies of the participating
hospital providers, six nmenbers who represent the participating
hospi tal providers.

(c) The governor shall appoint:

(1) six nmenbers who reside in the territoria
jurisdictions of the participating hospital providers, including:
(A two nenbers who represent enployers;
(B) two nenbers who are | ocal governnent
officials; and
(© two nenbers who are consuners of health care

services; and

(2) six nenbers who are |icensed physicians who reside
and practice in the territorial jurisdictions of the
participating hospital providers, including at |east three
menbers who performthe general practice of nmedicine as their
pr of essi onal practice.

(d) The governor shall make appointnents to the board under
Subsection (c) in a manner that provides representation for the
territorial jurisdictions of all participating hospital
providers. (V.T.1.C. Art. 20C. 06; Art. 20C 10, Subsec. (a)
(part).)

Source Law

Art. 20C.06. (a) The systemis
governed by a board of directors conposed of
18 nenbers. Notw thstanding the Texas
Non-Profit Corporation Act (Article 1396-1.01
et seqg., Vernon's Texas Cvil Statutes), the



board of directors is selected as provided by
this chapter

(b) The participating providers shal
appoi nt as representatives of the
participating providers six directors
sel ected in the manner provided by Article
20C. 10 of this code.

(c) The governor shall appoint six
directors frompersons residing in the
territorial jurisdictions of the
participating providers, including:

(1) two persons who represent
enpl oyers;

(2) two persons who are | ocal
governnment officials; and

(3) two persons who are consumers
of health care services.

(d) In addition to the directors
appoi nted under Subsection (c) of this
article, the governor shall appoint six
directors fromanong |icensed physicians who
reside and practice in the territorial
jurisdictions of the participating providers.
At | east three of the physicians appointed
under this subsection nust performas their
prof essional practice the general practice of
medi ci ne.

(e) Directors appointed under
Subsection (c) or (d) of this article shall
be appointed in such a manner as to represent
the territorial jurisdictions of al
participating providers.

Art. 20C. 10. [(a) The powers of the
participating providers are limted to:]

(1) the election, by a mgjority
vote of the governing bodies of the
participating providers, of the six nmenbers
of the board of directors of the systemto be
appoi nted by the conbi ned participating
provi ders under Article 20C. 06(b) of this
code;

Revi sed Law
Sec. 845.102. TERMS; VACANCY. (a) Menbers of the board
serve staggered six-year terns. The terns of six nenbers expire
Decenber 1 of each even-nunbered year.




(b) A person may not be appointed to serve consecutive
terms.

(c) A person may be appointed to serve a nonconsecutive
termif the person left the board at the expiration of the
person's previous term

(d) If a vacancy occurs during a nenber's term the sane
entity that appointed the nmenber shall appoint a replacenment to
fill the unexpired term (V.T.I.C Art. 20C 07.)

Source Law

Art. 20C. 07. (a) The nenbers of the
board serve staggered six-year terns, with
the ternms of six nenbers expiring Decenber 1
of each even-nunbered year.

(b) A nenber of the board may not serve
consecutive ternms. A person who has served
as a nmenber and has |eft the board at the
expiration of the person's termis eligible
for consideration for appointnment to the
board for a nonconsecutive term

(c) A vacancy on the board is filled
for the remainder of the unexpired term by
appoi ntment by the sane entity that appointed
the director vacating the position.

Revi sed Law
Sec. 845.103. REMOVAL OF CERTAI N BOARD MEMBERS. The
participating hospital providers may renove, by a two-thirds
vote, any nenber of the board elected by the participating
hospi tal providers under Section 845.101(b). (V.T.I.C
Art. 20C. 10, Subsec. (a) (part).)
Source Law

[(a) The powers of the participating
providers are limted to:]

(3) the renoval by a two-thirds
vote of any nmenber of the board who was
appoi nted by the participating providers.

Revi sed Law
Sec. 845.104. BOARD DUTIES. The board shall:

(1) adm nister the system

(2) adopt policies and procedures for the systemthat
are consistent with the purposes of this chapter; and

(3) adopt rules for the holding of regular and speci al
meetings. (V.T.1.C Art. 20C 08, Subsec. (a) (part);
Art. 20C. 09, Subsec. (a).)




Source Law

Art. 20C.08. (a) The board shal
adm ni ster the system and shall adopt
policies and procedures for the systemthat
are consistent with the purposes of this
chapter.

Art. 20C.09. (a) The board shall adopt
rules for the holding of regular and speci al
nmeeti ngs.

Revi sed Law
Sec. 845.105. RULES RELATI NG TO ADM NI STRATI VE AND HEALTH
CARE SERVI CES. The board may adopt rules to regul ate the
provi sion of adm ni strative services and health care services by
the system (V.T.I.C Art. 20C 11, Subsec. (a); Art. 20C 12,
Subsec. (a).)

Source Law

Art. 20C. 11. (a) The board may adopt
rul es regarding the provision of
adm ni strative services by the system

Art. 20C. 12. (a) The board may adopt
rules to regulate the provision of health
care services by the system

Revi sed Law
Sec. 845.106. OFFICERS. The board nmay elect officers as it
considers appropriate. (V.T.1.C. Art. 20C 08, Subsec. (a)

(part).)

Source Law

(a) . . . The board nmay elect officers
as it considers appropriate.

Revi sed Law
Sec. 845.107. EXECUTIVE COWM TTEE. (a) The board may
appoi nt an executive conmttee as determ ned by the board to be
useful in conducting the business of the board.
(b) The board nmay del egate to the executive conmittee any
responsi bility considered reasonable by the board.
(c) An executive conmttee appointed under this section
nmust consi st of:
(1) two nenbers who represent the participating
hospi tal providers;
(2) two nenbers who are comunity representatives,




i ncludi ng enpl oyers, |ocal government officials, or consunmers of
heal th care services; and
(3) two nenbers who neet the requirenments of Section
845.101(c)(2). (V.T.1.C. Art. 20C. 08, Subsecs. (b), (c).)
Source Law

(b) The board may appoint an executive
commttee as determ ned by the board to be
useful in conducting the business of the
board. The board nmay del egate to the
executive commttee any responsibility
consi dered reasonabl e by the board.

(c) An executive conmttee appointed
under this article nust be conposed of six
menbers, as follows:

(1) two representatives of the
partici pating providers;

(2) two persons who are community
representatives, including enployers, |ocal
government officials, or consuners of health
care services; and

(3) two physicians who neet the
requi rements adopted under Article 20C 06(d)
of this code.

Revi sed Law
Sec. 845.108. ADM NI STRATI VE SERVI CES; PERSONNEL. (a) The
board may, by majority vote:
(1) contract for admnistrative services; or
(2) hire an executive director, a consultant, an
attorney or other professional, or other staff as necessary to
performthe duties of the system
(b) If the board hires an executive director for the
system the board shall delegate to the executive director the
authority to hire staff for the systemand may del egate to the
executive director other duties determ ned by the board to be
appropriate. (V.T.1.C. Art. 20C. 08, Subsecs. (d), (e).)
Source Law

(d) On a mpjority vote, the board nmay:
(1) contract for adm nistrative
services; or
(2) hire an executive director,
consul tants, attorneys and ot her
prof essional s, and other staff as necessary
to implenent the duties of the system
(e) |If the board hires an executive
director for the system the board shal



del egate to the executive director the
authority to hire staff for the system and
may del egate to the executive director other
duties determned to be appropriate by the
boar d.

Revi sed Law

Sec. 845.109. ADVISORY COWM TTEES. (a) The board may
appoint a health care services advisory commttee. The advisory
commttee nust include nenbers who represent rural, urban, and
educational groups and organi zations. The advisory conmttee, as
directed by the board, shall neet and advi se the board on any
matter.

(b) The board may appoi nt other advisory commttees as
determ ned by the board to be appropriate.

(c) A nenber of an advisory conmittee appointed under this
section is not entitled to conpensation for service on the
commttee. (V.T.1.C. Art. 20C 08, Subsecs. (f), (g), (h).)

Source Law

(f) The board may appoint an advisory
committee to represent health care services,
i ncluding representatives of rural, urban,
and educational groups and organi zati ons.

The advisory conmmttee shall neet at the wll
of the board and advi se the board on any
matters as directed by the board.

(g) In addition to the advisory
conmi ttee appoi nted under Subsection (f) of
this article, the board may appoi nt ot her
advi sory commttees as determned to be
appropriate by the board.

(h) A nmenber of an advisory commttee
appoi nted under this article is not entitled
to conpensation for service on the commttee.

Revi sed Law
Sec. 845.110. OPEN MEETI NGS AND RECORDS REQUI REMENTS. (a)
Meetings of the board are open to the public in accordance with
Chapter 551, CGovernment Code. This subsection does not require
the board to conduct an open neeting to deliberate:

(1) pricing or financial planning information relating
to a bid or negotiation for arranging or providing services or
product lines to another person if disclosure of the information
woul d give the advantage to conpetitors;

(2) information relating to a proposed new service,
product line, or marketing strategy;

(3) patient information nade confidential under




Chapter 159, QOccupations Code, or Subchapter G Chapter 241
Heal th and Safety Code; or
(4) information that relates to the credentialing of

physi cians or to peer review and that is made confidential under
Subchapter A, Chapter 160, Occupations Code, or Subchapter G
Chapter 241, Health and Safety Code.

(b) The board shall keep a record of its proceedings in
accordance wi th Chapter 551, CGovernment Code. (V.T.1.C
Art. 20C. 09, Subsecs. (b), (c).)

Source Law

(b) Meetings of the board are open to
the public in accordance with Chapter 551,
Governnment Code. This subsection does not
require the board to conduct an open neeting
to deliberate:

(1) pricing or financial planning
information relating to a bid or negotiation
for arranging or providing services or
product lines to another person if disclosure
of the information would give the advantage
to conpetitors;

(2) information relating to a
proposed new service, product line, or
mar ket i ng strategy;

(3) patient information nmade
confidential under Section 5.08, Medical
Practice Act (Article 4495b, Vernon's Texas
Cvil Statutes), or Subchapter G Chapter
241, Health and Safety Code; or

(4) information relating to the
credentialing of physicians or peer review
made confidential under Section 5.06, Medical
Practice Act (Article 4495b, Vernon's Texas
Cvil Statutes), or Subchapter G Chapter
241, Health and Safety Code.

(c) The board shall keep a record of
its proceedings in accordance with Chapter
551, CGovernnent Code.

Revi sor's Note

Subsection (b), V.T.I.C. Article 20C. 09,
refers to Sections 5.06 and 5.08, Medical
Practice Act (Article 4495b, Vernon's Texas
Cvil Statutes). Those statutes were
codified in 1999 as Subchapter A, Chapter
160, Cccupations Code, and Chapter 159,
Cccupati ons Code, respectively. The revised




law is drafted accordingly.
[ Sections 845.111-845. 150 reserved for expansi on]
SUBCHAPTER D. STATE MANAGED CARE CONTRACTS
Revi sed Law
Sec. 845.151. CONTRACT AWARD. To the extent consistent
with federal law, the state shall award to the system at | east
one of the state managed care contracts that are awarded to
provi de health care services to beneficiaries of the nedical
assi stance program under Chapter 32, Human Resources Code, in the
rural areas of the territorial jurisdiction of the participating
hospital providers. (V.T.1.C Art. 20C. 14, Subsec. (a).)
Source Law

Art. 20C. 14. (a) To the extent
consistent wwth federal |law, the state shal
award to the system at | east one of any state
managed care contracts awarded to provide
health care services to beneficiaries of the
Texas Medi cal Assistance Program under
Chapter 32, Human Resources Code, in the
rural areas within the territorial
jurisdiction of the participating providers.

Revi sed Law
Sec. 845.152. PARTI Cl PATI ON REQUI REMENT. As a requirenent
of participation in a state contract awarded under Section
845. 151, the system nust satisfactorily address the
qualifications for arranging to provide health care services to
beneficiaries of certain governnental health care prograns as
delineated in the contractor's request for proposal, including:
(1) readiness reviews and adequacy of credentialing,
medi cal managenent, quality assurance, clainms paynent,
i nformati on managenent, provider and patient education, and
conpl aint and grievance procedures; and
(2) adequacy of physician and provider networKks,
including factors such as diversity, geographic accessibility,
i nclusion of physicians and other providers that have furnished a
significant anount of Medicaid or charity care to beneficiaries,
and tertiary and subspecialty services. (V.T.1.C Art. 20C 14,
Subsec. (b).)

Source Law

(b) As a requirenment of participation
in any state contract, the system nust
satisfactorily address the qualifications for
arranging to provide health care services to
beneficiaries of certain governnmental health
care prograns as delineated in the



contractor's request for proposal, including:
(1) readiness reviews and adequacy
of credentialing, nmedical managenent, quality
assurance, clainms paynent, information
managenent, provider and patient education,
and conpl aint and grievance procedures; and
(2) adequacy of physician and
provi der networks, including such factors as
di versity, geographic accessibility,
i nclusion of physicians and other providers
t hat have furnished a significant anmount of
Medi caid or charity care to beneficiaries,
and tertiary and subspecialty services.

Revi sed Law

Sec. 845.153. REI MBURSEMENT AT STATE- DEFI NED CAPI TATI ON
RATE. (a) To the extent the system operates under a certificate
of authority issued under Chapter 843, the Medicaid contracting
agency shall reinburse the systemat the state-defined capitation
rate for each service area in which the system operates.

(b) The systemis not required as a condition of
participation in a state contract awarded under Section 845.151
to accept fromthe Medicaid contracting agency a capitation rate
that is lower than the state-defined capitation rate for each
service area in which the systemoperates. (V.T.1.C
Art. 20C. 14, Subsecs. (c), (d).)

Source Law

(c) To the extent the system operates
under a certificate of authority issued under
t he Texas Heal th Mai ntenance Organization Act
(Chapter 20A, Vernon's Texas |Insurance Code),
t he system shall be reinbursed by the
Medi cai d contracting agency at the
state-defined capitation rate for each
service area in which the system operates.

(d)y It is not a condition of
participation for the systemto accept from
the Medicaid contracting agency a capitation
rate which is lower than the state-defined
capitation rate for each service area in
whi ch the system operates.

Revi sed Law
Sec. 845.154. RIGHT OF STATE TO CANCEL CONTRACT ON SALE OR
DI SSOLUTI ON. The state nmay cancel a contract awarded under this
subchapter if the systemis sold or dissolved. (V.T.1.C
Art. 20C. 14, Subsec. (e).)
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Source Law

(e) The state retains the right to
cancel a contract awarded under this article
if the systemis sold or dissolved.
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CHAPTER 846. MJULTI PLE EMPLOYER WELFARE ARRANGEMENTS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 846.001. DEFINITIONS. In this chapter:

(1) "Board" means the board of trustees or directors,
as applicable, of a multiple enployer welfare arrangenent.

(2) "Enployee welfare benefit plan" has the neaning
assigned by Section 3(1) of the Enpl oyee Retirenent |ncone
Security Act of 1974 (29 U.S.C. Section 1002(1)).

(3) "Health benefit plan" includes any plan that
provi des benefits for health care services. The term does not
i ncl ude:

(A) accident-only or disability incone insurance
coverage, or a conbination of accident-only and disability incone
i nsurance cover age;

(B) credit-only insurance coverage;

(C© disability insurance;

(D) coverage for a specified disease or illness;

(E) Medicare services under a federal contract;

(F) Medicare supplenent and Medi care Sel ect
policies regulated in accordance with federal |aw

(G long-termcare coverage or benefits, nursing
home care coverage or benefits, honme health care coverage or
benefits, comrunity-based care coverage or benefits, or any
conbi nati on of those coverages or benefits;

(H) coverage that provides |imted-scope dental
or vision benefits;

(I') coverage provided by a single service health
mai nt enance organi zati on;

(J) workers' conpensation insurance coverage or
simlar insurance coverage;

(K) coverage provided through a jointly managed
trust authorized under 29 U S.C. Section 141 et seq. that
contains a plan of benefits for enployees that is negotiated in a
col | ective bargai ni ng agreenent governi ng wages, hours, and
wor ki ng conditions of the enployees that is authorized under 29
U S.C. Section 157;

(L) hospital indemity or other fixed indemity
i nsurance cover age;

(M reinsurance contracts issued on a stop-|oss,
guot a-share, or simlar basis;

(N) short-term major nedi cal contracts;

(O liability insurance coverage, including
general liability insurance coverage and autonobile liability
i nsurance cover age;

(P) coverage issued as a supplenent to liability
i nsurance cover age;

(Q autonobile nedical paynent insurance



cover age;

(R) coverage for on-site nedical clinics;

(S) coverage that provides other limted benefits
speci fied by federal regul ations; or

(T) other coverage that is:

(i) simlar to the coverage described by
t hi s subdi vi si on under which benefits for nedical care are
secondary or incidental to other coverage benefits; and
(ii) specified in federal regulations.
(4) "Health status related factor" neans:

(A) health status;

(B) nedical condition, including both physical
and nental illness;

(C© clains experience;

(D) receipt of health care;

(E) nedical history;

(F) genetic information;

(G evidence of insurability, including
conditions arising out of acts of famly viol ence; and

(H disability.

(5 "Multiple enployer welfare arrangenent” has the
meani ng assi gned by Section 3(40) of the Enployee Retirenent
| ncome Security Act of 1974 (29 U.S.C. Section 1002(40)).

(6) "Organizational docunent” neans the articles,
byl aws, agreenments, trusts, or other docunments or instrunents
describing the rights and obligations of enployers, enployees,
and beneficiaries with respect to a nultiple enployer welfare
arrangemnent .

(7) ™"Participation criteria"™ neans any criteria or
rul es established by an enpl oyer to determ ne the enpl oyees who
are eligible for enroll ment or continued enroll nment under the
terns of a health benefit plan.

(8) "Preexisting condition provision” nmeans a
provi sion that excludes or limts coverage for a di sease or
condition for a specified period after the effective date of
cover age.

(9) "Waiting period" nmeans a period established by a
mul ti ple enpl oyer wel fare arrangenent that nust el apse before an
i ndi vidual who is a potential participating enployee in a health
benefit plan is eligible to be covered for benefits. (V.T.1.C
Art. 3.95-1, Subdivs. (4), (6), (7), (9) (part), (10) (part),
(11), (12); Art. 3.95-1.6; Art. 3.95-2, Subsec. (b) (part); New.)

Source Law

Art. 3.95-1. In this subchapter:

(4) "Enployee wel fare benefit
pl an" has the neani ng assi gned by Section



3(1) of the Enployee Retirenent |Incone
Security Act of 1974 (29 U.S.C. Section
1002(1)).

(6) "Health benefit plan"” neans a
heal th benefit plan described by Article
3.95-1.6 of this code.

(7) "Health status related factor”
neans:

(A) health status;

(B) nedical condition,

i ncludi ng both physical and nental illness;

(C clains experience;

(D) receipt of health care;

(E) nedical history;

(F) genetic information;

(G evidence of insurability,
including conditions arising out of acts of
famly viol ence; and

(H disability.

(9) "Miltiple enployer welfare
arrangenment” has the neani ng assi gned by
Section 3(40) of the Enpl oyee Retirenent
| ncome Security Act of 1974 (29 U.S. C
Section 1002(40))

(10) "Participation criteria"
means any criteria or rules established by an
enpl oyer to determ ne the enpl oyees who are
eligible for enrollnment, including continued
enrol I ment, under the terns of a health
benefit plan. :

(11) "Preexisting condition

provi sion" nmeans a provision that denies,
excludes, or limts coverage for a di sease or
condition for a specified period after the
effective date of coverage.

(12) "Waiting period" neans a
peri od established by a nmultiple enployer
wel fare arrangenment that nust pass before an
i ndi vidual who is a potential participating
enpl oyee in a health benefit plan is eligible
to be covered for benefits.

Art. 3.95-1.6. (a) For purposes of this
subchapter, the term"health benefit plan"
i ncludes any plan that provides benefits for
heal th care services.



(b) A health benefit plan does not

i ncl ude:

(1) accident-only or disability
i ncone insurance or a conbination of
accident-only and disability incone
i nsur ance;

(2) credit-only insurance;

(3) disability insurance;

(4) ~coverage for a specified
di sease or illness;

(5) Medicare services under a
federal contract;

(6) Medicare supplenent and
Medi care Select policies regulated in
accordance with federal |aw

(7) long-termcare coverage or
benefits, nursing hone care coverage or
benefits, honme health care coverage or
benefits, comunity-based care coverage or
benefits, or any conbination of those
coverages or benefits;

(8) ~coverage that provides
limted-scope dental or vision benefits;

(9) coverage provided by a single
servi ce heal th mai ntenance organi zation

(10) coverage issued as a
supplenent to liability insurance;

(11) workers' conpensation or
simlar insurance;

(12) autonobil e nmedical paynent
i nsurance cover age;

(13) jointly managed trusts
aut hori zed under 29 U S.C. Section 141 et
seq. that contain a plan of benefits for
enpl oyees that is negotiated in a collective
bar gai ni ng agreenent governi ng wages, hours,
and working conditions of the enpl oyees that
is authorized under 29 U S.C. Section 157;

(14) hospital indemity or other
fixed indemity insurance;

(15) reinsurance contracts issued
on a stop-loss, quota-share, or simlar
basi s;

(16) short-term maj or nedi cal
contracts;

(17) liability insurance,
i ncluding general liability insurance and
autonobile liability insurance;



(18) other insurance coverage that

(A) simlar to the coverage
descri bed by this subsection under which
benefits for nedical care are secondary or
incidental to other insurance benefits; and

(B) specified in federal
regul ati ons;

(19) coverage for on-site nedica
clinics; or

(20) coverage that provides other
[imted benefits specified by federal
regul ati ons.

[Art. 3.95-2]

(b) . . . [The application shall be
conpl eted and submtted along with al
information required by the conm ssioner,

i ncl udi ng: ]

(1) copies of all articles,
byl aws, agreenments, trusts, or other
docunents or instrunments describing the
rights and obligations of enployers,
enpl oyees, and beneficiaries with respect to
the nmultiple enployer welfare
arrangemnent ;

Revi sor's Note

(1) Subdivision (1), V.T.1.C. Article
3.95-1, defines "board" as the Texas
Department of |nsurance or the conm ssioner,
as appropriate. Chapter 685, Acts of the 73rd
Legi sl ature, Regular Session, 1993,
abol i shed the State Board of Insurance and
transferred its functions to the comm ssi oner
of insurance and the Texas Departnent of
| nsurance. Chapter 31 of this code defines
"departnment” for purposes of this code and
t he other insurance laws of this state to
mean the Texas Departnent of |nsurance.
Thr oughout this chapter, references to the
former board have been changed appropriately.
The omtted | aw reads:

(1) "Board" neans the Texas

Department of |nsurance or the conm ssioner,
as appropri ate.

(2) The revised | aw defines "board" to



mean the board of trustees or board of
directors of a nultiple enployer welfare
arrangenent for drafting convenience and to
elimnate frequent, unnecessary repetition of
t he substance of the definition.

(3) Subdivision (2), V.T.1.C. Article
3.95-1, defines "conm ssioner.” The revised
law omts the definition as unnecessary
because Chapter 31 defines "comm ssioner" for
pur poses of this code and the other insurance
|aws of this state to nean "conm ssioner of
insurance."” The omtted | aw reads:

(2) "Conmm ssioner"” nmeans the
conmmi ssi oner of insurance.

(4) Subdivision (11), V.T.I.C Article
3.95-1, refers to a provision that "denies,
excludes, or limts" coverage. The reference
to "denies" is omtted fromthe revised | aw
because in context "denies" is included
wi thin the nmeaning of "excludes."

(5) Subdivision (b)(6), V.T.I1.C
Article 3.95-1.6, excludes "Medicare
suppl enent and Medi care Sel ect policies" from
the definition of "health benefit plan." The
revised | aw substitutes "Medicare suppl enent
and Medi care Sel ect benefit plans" for
"Medi care suppl enent and Medi care Sel ect
pol i ci es" because federal and state |aw
permt Medicare supplenent and Medicare
Sel ect benefits to be provided through health
mai nt enance organi zations, which are not
insurers. Consequently, "benefit plan" is a
nore accurate termthan "policy."

(6) The definition of "organizati onal
docunent” is derived fromV.T.1.C. Article
3.95-2(b) and is added to the revised |aw for
drafting conveni ence and to elimnate
frequent, unnecessary repetition of the
substance of the definition. See also
V.T.1.C. Article 3.95-7(c), revised in this
chapter in Section 846.101.

Revi sed Law
Sec. 846.002. APPLICABILITY OF CHAPTER (a) In this
section, "fully insured multiple enployer welfare arrangenent”
means an arrangenent that provides to its participating enpl oyees
and beneficiaries benefits for which 100 percent of the liability
has been assumed by an insurance conpany authorized to do




business in this state.
(b) This chapter applies only to a nultiple enployer
wel fare arrangenment that neets either or both of the follow ng
criteria:
(1) one or nore of the enployer menbers in the

arrangemnent:

(A) is domciled in this state; or

(B) has its principal headquarters or principal
adm nistrative office in this state; or

(2) the arrangenent solicits an enployer that:

(A) is domciled in this state; or

(B) has its principal headquarters or principal
adm nistrative office in this state

(c) This chapter does not apply to a fully insured nmultiple
enpl oyer wel fare arrangenent during the period in which the
arrangenment is fully insured. The conm ssioner periodically may
require proof that the arrangenent is fully insured. (V.T.1.C
Art. 3.95-1, Subdivs. (5), (9) (part); Art. 3.95-2, Subsec. (a)
(part).)
Source Law

[Art. 3.95-1]

(5) "Fully insured nultiple
enpl oyer welfare arrangenent” neans a
mul ti ple enpl oyer wel fare arrangenment t hat
provi des benefits to its participating
enpl oyees and beneficiaries for which 100
percent of the liability has been assuned by
an insurance conpany authorized to do
business in this state.

[(9) "Miltiple enployer welfare
arrangenment” has the neani ng assi gned by
Section 3(40) of the Enpl oyee Retirenent
| ncome Security Act of 1974 (29 U. S C
Section 1002(40))] to describe an entity
whi ch neets either or both of the foll ow ng
criteria:

(A) one or nore of the
enpl oyer menbers in the nmultiple enployer
wel fare arrangenent is either domciled in
this state or has its principal headquarters
or principal admnistrative office in this
state; or

(B) the nmultiple enployer
wel fare arrangenent solicits an enpl oyer that
is domciled in this state or has its
princi pal headquarters or principal



adm nistrative office in this state

[Art. 3.95-2]

(a) . . . This subchapter shall not
apply to a fully insured nultiple enployer
wel fare arrangenment for so | ong as such
mul ti pl e enpl oyer wel fare arrangenent renmains
fully insured. The conm ssioner may, from
time to time, require proof that the nultiple
enpl oyer wel fare arrangenent is fully
i nsur ed.

Revi sed Law
Sec. 846.003. LIMTED EXEMPTI ON FROM | NSURANCE LAWS
APPLI CABI LI TY OF CERTAIN LAWS. (a) A nultiple enployer welfare
arrangenment is exenpt fromthe operation of all insurance |aws of
this state, except |laws that are made applicable by their
specific ternms or as specified in this section or chapter.
(b) A nultiple enployer welfare arrangenent is subject to

the follow ng | aws:

(1) Subchapters C and D, Chapter 36;

(2) Section 38.001;

(3) Section 81.002;

(4) Chapter 82;

(5) Chapter 83;

(6) Chapter 801;

(7) Chapter 803;

(8) Chapter 804;

(9) Subchapter A, Chapter 805;

(10) Sections 841.701-841.702;

(11) Section 841.704;

(12) Section 841. 259;

(13) Article 1.10D;
(14) Article 1.12;
(15) Article 1.13;
(16) Article 1.15;
(17) Article 1.16;
(18) Article 1.109;
(19) Article 1.35;
(20) Article 1.31;
(21) Article 3.56;

(22) Article 21.21;
(23) Article 21.28;
(24) Article 21.28A; and
(25) Article 21.28E.
(c) A nultiple enployer welfare arrangenent is only
considered an insurer for purposes of the | aws described by this
section. (V.T.1.C. Art. 3.95-13.)



Source Law

Art. 3.95-13. A multiple enployer
wel fare arrangenent shall be exenpt fromthe
operation of all insurance |aws of this
state, except such | aws as are nade
applicable by their specific terns or as
specified in this subchapter. Miltiple
enpl oyer wel fare arrangenents shall be
subject to Articles 1.04, 1.10A, 1.10B,
1.10C, 1.10D, 1.12, 1.13, 1.14, 1.14A 1.15,
1.16, 1.19, 1.19-1, 1.24, 1.28, 1.29, 1.31,
1.35, 1.36, 3.55, 3.56, 3.56-1, 3.67, 21.21,
21.28, 21.28-A and 21.28-E and Section 7 of
Article 1.10 of this code. A multiple
enpl oyer wel fare arrangenent will be
considered an insurer for purposes of these
sections only.

Revi sed Law
Sec. 846.004. LATE- PARTI Cl PATI NG EMPLOYEE OR DEPENDENT. (a)
For purposes of this chapter, an enpl oyee or dependent eligible
for enrollnment in a participating enployer's health benefit plan
is a late-participating enployee or dependent if the individual
requests enrollnment after the expiration of:

(1) the initial enrollnment period established under
the ternms of the first health benefit plan for which that
enpl oyee or dependent was eligible through the participating
enpl oyer; or

(2) an open enrollment period under Section 846. 257.

(b) An enployee or dependent is not a |late-participating
enpl oyee or dependent if the individual:

(1) was covered under another health benefit plan or
sel f-funded enpl oyer health benefit plan at the tine the
i ndi vidual was eligible to enroll;

(2) declined enrollnment in witing, at the tinme of the
initial eligibility for enrollnent, stating that coverage under
anot her health benefit plan or self-funded enpl oyer health
benefit plan was the reason for declining enroll nent;

(3) has lost coverage under the other health benefit
pl an or self-funded enployer health benefit plan as a result of:
(A) the termnation of enploynent;

(B) a reduction in the nunber of hours of

enpl oynent ;
(© the termnation of the other plan's coverage;
(D) the termnation of contributions toward the
prem um nmade by the enpl oyer; or
(E) the death of a spouse or divorce; and



(4) requests enrollnment not |ater than the 31st day
after the date coverage under the other health benefit plan or
sel f-funded enpl oyer health benefit plan term nates.

(c) An enployee or dependent is also not a
| at e-partici pati ng enpl oyee or dependent if the individual is:

(1) enployed by an enployer that offers nmultiple
heal th benefit plans and the individual elects a different health
benefit plan during an open enrol |l nment period under Section
846. 257,

(2) a spouse for whoma court has ordered coverage
under a covered enpl oyee's plan and the request for enroll nent of
the spouse is made not later than the 31st day after the date the
court order is issued; or

(3) achild for whoma court has ordered coverage
under a covered enpl oyee's plan and the request for enrollnent is
made not |ater than the 31st day after the date the enployer
receives the court order. (V.T.I.C Art. 3.95-1, Subdiv. (8);
Art. 3.95-1.7.)

Source Law

[Art. 3.95-1]

(8) "Late-participating enployee"
means an enpl oyee described by Article
3.95-1.7 of this code.

Art. 3.95-1.7. (a) An individual is a
| at e-participating enployee if the
i ndi vi dual :
(1) is an enployee or dependent
eligible for enrollnent; and
(2) requests enrollnment in a
participating enployer's health benefit plan
after the expiration of the initial
enrol | ment period established under the terns
of the first plan for which that enpl oyee or
dependent was eligible through the
partici pating enployer and after the
expiration of an open enroll nment period under
Article 3.95-4.1 of this code.
(b) An individual is not a
| at e-partici pati ng enpl oyee if:
(1) the individual:

(A) was covered under another
heal th benefit plan or self-funded enpl oyer
health benefit plan at the tine the
i ndi vidual was eligible to enroll;

(B) declines in witing, at
the tinme of the initial eligibility, stating



t hat coverage under another health benefit

pl an or self-funded enpl oyer health benefit

pl an was the reason for declining enroll nment;
(© has | ost coverage under

anot her health benefit plan or self-funded

enpl oyer health benefit plan as a result of:

(i) the term nation of
enpl oynent ;

(ii) the reduction in
t he nunber of hours of enploynent;

(iii) the term nation of
the other plan's coverage;

(iv) the termnation of
contributions toward the prem um nmade by the
enpl oyer; or

(v) the death of a
spouse or divorce; and

(D) requests enrollnment not
|ater than the 31st day after the date on
whi ch coverage under the other health benefit
pl an or self-funded enpl oyer health benefit
pl an term nat es;

(2) the individual is enployed by
an enpl oyer who offers nultiple health
benefit plans and the individual elects a
different health benefit plan during an open
enrol | ment peri od;

(3) a court has ordered coverage
to be provided for a spouse under a covered
enpl oyee' s plan and request for enrollnent is
made not |ater than the 31st day after the
date the court order is issued; or

(4) a court has ordered coverage
to be provided for a child under a covered
enpl oyee's plan and the request for
enrollment is nade not |ater than the 31st
day after the date the enpl oyer receives the
court order.

Revi sed Law

Sec. 846.005. RULES; ORDERS. (a) The comm ssioner may, on
noti ce and opportunity for all interested persons to be heard,
adopt rules and issue orders reasonably necessary to augnent and
i npl ement this chapter

(b) The conm ssioner shall adopt rul es necessary to neet
the m nimumrequirenments of federal |aw and regul ations.
(V.T.1.C. Art. 3.95-15, Subsec. (a).)




Source Law

Art. 3.95-15. (a) The conmi ssioner may,
on notice and opportunity for all interested
persons to be heard, issue such rules,
regul ati ons, and orders as are reasonably
necessary to augnent and carry out the
provi sions of this subchapter. The
conmi ssi oner shall adopt rules as necessary
to meet the mnimumrequirenents of federa
| aw and regul ati ons.

Revi sor's Note
Subsection (a), V.T.1.C Article
3.95-15, refers to "rules"” and "regul ati ons”
adopted by the comm ssioner. The revised |aw
omts the reference to "regul ati ons" because
under Section 311.005(5), CGovernnment Code
(Code Construction Act), arule is defined to
include a regulation. That definition applies
to the revised | aw
Revi sed Law
Sec. 846.006. APPEAL OF ORDERS. A person affected by an
order of the comm ssioner issued under this chapter may appeal
that order by filing suit in a district court in Travis County
under Subchapter D, Chapter 36. (V.T.1.C Art. 3.95-15, Subsec.

(c).)

Source Law

(c) A person affected by the board's
order may appeal that order by filing suit in
a district court in Travis County pursuant to
Subsection (f) of Article 1.04 of this code.

Revi sor's Note

Subsection (b), V.T.1.C Article
3.95-15, provides that a person affected by a
final ruling or action of the conmm ssioner
may have that ruling reviewed. This
subsection is omtted fromthe revised | aw
because Subsection (d), V.T.1.C Article
1. 04, was repeal ed by Chapter 685, Acts of
the 73rd Legislature, Regular Session, 1993.
The omtted | aw reads:

(b) A person affected by a final ruling
or action of the comm ssioner under this
subchapter is entitled to have that ruling or
action reviewed by the board by submtting an




application to the board as provided by
Subsection (d) of Article 1.04 of this code.
Appeal of the comm ssioner's ruling or action
to the board does not operate as a stay of
the ruling or action except as otherw se
ordered by the board on application by the
appel | ant.

Revi sed Law

Sec. 846.007. PREM UM RATES; ADJUSTMENTS. (a) A nultiple
enpl oyer welfare arrangenent may charge prem uns in accordance
with this section to the group of enployees or dependents who
nmeet the participation criteria and who do not decline coverage.

(b) A nultiple enployer welfare arrangenent may not charge
an adjustnment to premumrates for individual enployees or
dependents for health status related factors or duration of
coverage. Any adjustnent nust be applied uniformy to the rates
charged for all participating enpl oyees and dependents of
partici pating enpl oyees of the enpl oyer.

(c) Subsection (b) does not restrict the anmpbunt that an
enpl oyer may be charged for coverage.

(d) A nultiple enployer welfare arrangenent may establish
prem um di scounts, rebates, or a reduction in otherw se
appl i cabl e copaynents or deductibles in return for adherence to
prograns of health pronotion and di sease prevention. A discount,
rebate, or reduction established under this subsection does not
violate Section 4(8), Article 21.21. (V.T.1.C. Art. 3.95-4.1,
Subsec. (b) (part); Art. 3.95-4.6.)

Source Law

[Art. 3.95-4.1]

(b) . . . The nultiple enployer
wel fare arrangenment may charge prem unms in
accordance with Article 3.95-4.6 of this code
to the group of enployees or dependents who
meet the participation criteria and who do
not decline coverage.

Art. 3.95-4.6. (a) A nultiple enployer
wel fare arrangenent may not charge an
adjustnment to premumrates for individual
enpl oyees or dependents for health status
rel ated factors or duration of coverage. Any
adj ust ment nust be applied uniformy to the
rates charged for all participating enpl oyees
and dependents of participating enpl oyees of
t he enployer. This subsection does not
restrict the anount that an enployer may be



charged for coverage.

(b) A nultiple enployer welfare
arrangenent may establish prem um di scounts,
rebates, or a reduction in otherw se
appl i cabl e copaynents or deductibles in
return for adherence to prograns of health
pronotion and di sease prevention. A
di scount, rebate, or reduction established
under this subsection does not violate
Section 4(8), Article 21.21, of this code.

Revi sor's Note
(End of Subchapter)

Subsection (g), V.T.1.C Article 3.95-2,
provides that certain multiple enployer
wel fare arrangenents nust file certain
notices wth the comm ssi oner by Decenber 31,
1993. The revised law omts this subsection
as executed. The omtted | aw reads:

(g) A nultiple enployer welfare
arrangenment in existence on June 1, 1993,
shall file notice with the conmm ssioner by
Decenber 31, 1993, of its intent to apply for
an initial certificate of authority and shal
file for its initial certificate of authority
by June 1, 1994. The multiple enployer
wel f are arrangenent may continue to conduct
busi ness until the initial certificate of
authority is granted or finally denied by the
conmi Ssi oner .

[ Sections 846. 008-846. 050 reserved for expansion]

SUBCHAPTER B. FORMATI ON AND STRUCTURE OF
MULTI PLE EMPLOYER WELFARE ARRANGEMENTS
Revi sed Law

Sec. 846.051. CERTIFI CATE OF AUTHORI TY REQUI RED. A person
may not establish or maintain an enpl oyee welfare benefit plan
that is a nultiple enployer welfare arrangenent in this state
unl ess the arrangenent obtains and nmaintains a certificate of
authority issued under this chapter. (V.T.1.C Art. 3.95-2,
Subsec. (a) (part).)

Source Law

Art. 3.95-2. (a) A person shall not
establish or maintain an enpl oyee wel fare
benefit plan which is a nmultiple enployer



wel fare arrangenent in this state unless the
mul ti pl e enpl oyer wel fare arrangenment obtains
and maintains a certificate of authority
pursuant to this subchapter

Revi sed Law

Sec. 846.052. APPLI CATION FOR I NI TI AL CERTI FI CATE OF
AUTHORITY. (a) A person who wants to establish an enpl oyee
wel fare benefit plan that is a nultiple enployer welfare
arrangenment nust apply for an initial certificate of authority on
an application formprescribed by the comm ssi oner.

(b) The application formmnmust be conpleted and subm tted
along with all information required by the conm ssioner,

i ncl udi ng:

(1) a copy of each organi zational docunent;

(2) ~current financial statenents of the arrangenent;

(3) afully detailed statenent indicating the plan
under which the arrangenent proposes to transact busi ness;

(4) an initial actuarial opinion in conpliance with
the requirenments of Section 846.153(a)(2) and subject to Section
846. 157(b); and

(5) a statenent by the applicant certifying that the
arrangement is in conpliance with all applicable provisions of
t he Enpl oyee Retirenent Inconme Security Act of 1974 (29 U S.C.
Section 1001 et seq.).

(c) The application nust be acconpani ed by proof of a
fidelity bond that:

(1) protects against acts of fraud or dishonesty in
servicing the multiple enployer wel fare arrangenent;

(2) covers each person responsible for servicing the
enpl oyee wel fare benefit plan; and

(3) is in an anmount equal to the greater of 10 percent
of the prem uns and contributions received by the arrangenent or
10 percent of the benefits paid, during the precedi ng cal endar
year, with a mninum of $10,000 and a maxi num of $500, 000.

(d) A third-party admnistrator |icensed to engage in
business in this state is not required to submt a fidelity bond
under Subsection (c).

(e) The conm ssioner shall pronptly exam ne the application
and docunents submitted by the applicant and may:

(1) conduct any investigation that the conm ssioner
consi ders necessary; and

(2) exam ne under oath any person interested in or
connected with the multiple enployer welfare arrangenent.
(V.T.1.C. Art. 3.95-2, Subsecs. (b) (part), (c).)




Source Law

(b) A person wishing to establish an
enpl oyee wel fare benefit plan which is a
mul ti pl e enpl oyer wel fare arrangenment shal
apply for an initial certificate of authority
on a formprescribed by the comm ssioner.
The application shall be conpleted and

submtted along with all information required
by the conm ssioner, including:
(1) copies of . . . [docunents]

(2) ~current financial statenents
of the multiple enployer welfare arrangenent;

(3) proof of a fidelity bond which
shal |l protect against acts of fraud or
di shonesty in servicing the nmultiple enployer
wel f are arrangenment, covering each person
responsi bl e for servicing the enpl oyee
wel fare benefit plan in an anobunt equal to
the greater of 10 percent of the prem uns and
contributions received by the nultiple
enpl oyer wel fare arrangenent, or 10 percent
of the benefits paid, during the preceding
cal endar year, with a m ni mum of $10, 000 and
a maxi num of $500, 000; no additional bond
shall be required of a third-party
adm nistrator |icensed to engage in business
in this state;

(4) a statenent showing in ful
detail the plan on which the nultiple
enpl oyer wel fare arrangenent proposes to
transact busi ness;

(5) an initial actuarial opinion
in compliance with the requirenents of
Subsection (a)(2), Article 3.95-8, of this
code and subject to Subsection (c), Article
3.95-8, of this code; and

(6) a certification by the
applicant that the multiple enployer welfare
arrangenment is in conpliance with al
appl i cabl e provi sions of the Enpl oyee
Retirement |Income Security Act of 1974 (29
U S.C. Section 1001 et seq.).

(c) The conm ssioner shall promptly
exam ne the application and docunents
submtted by the applicant and shall have the
power to conduct any investigation which the



conmi ssi oner may deem necessary and to

exam ne under oath any persons interested in
or connected with the nmultiple enployer
wel f are arrangenent.

Revi sed Law

Sec. 846.053. ELIGBILITY REQUI REMENTS FOR | NI TI AL
CERTI FI CATE OF AUTHORITY. (a) An applicant for an initial
certificate of authority as a nmultiple enployer welfare
arrangenment nust neet the requirenments of this section

(b) The enployers in the multiple enployer welfare
arrangenment mnust be nenbers of an association or group of five or
nore businesses that are in the sane trade or industry, including
closely rel ated busi nesses that provide support, services, or
supplies primarily to that trade or industry.

(c) If the enployers in the nultiple enployer welfare
arrangenment are nmenbers of an association, the association nust:

(1) be engaged in substantial activity for its nmenbers
ot her than sponsorship of an enpl oyee welfare benefit plan; and

(2) have been in existence for at |east two years
before engaging in any activities relating to providi ng enpl oyee
heal th benefits to its nenbers.

(d) The enployee welfare plan of the association or group
in the nultiple enployer wel fare arrangenment nust be controll ed
and sponsored directly by participating enployers, participating
enpl oyees, or both.

(e) The association or group of enployers in the nmultiple
enpl oyer wel fare arrangenent nust be a not-for-profit
or gani zat i on.

(f) The nultiple enmployer welfare arrangenment nust:

(1) have within its own organi zati on adequate
facilities and conpetent personnel, as determ ned by the
conmi ssioner, to adm nister the enpl oyee benefit plan; or

(2) have contracted with a third-party adm nistrator
licensed to engage in business in this state.

(g) The nultiple enployer welfare arrangenent:

(1) must have applications fromnot fewer than five
enpl oyers and nust provide simlar benefits for not fewer than
200 separate participating enpl oyees; and

(2) wll have annual gross prem unms of or
contributions to the plan of not |ess than:

(A) $20,000 for a plan that provides only vision

benefits;
(B) $75,000 for a plan that provides only dental
benefits; and
(© $200,000 for all other plans.
(h) The nultiple enployer welfare arrangenent nust possess
a witten comm tnent, binder, or policy for stop-loss insurance



i ssued by an insurer authorized to do business in this state that
provi des:

(1) at least 30 days' notice to the conm ssioner of
any cancel lation or nonrenewal of coverage; and

(2) both specific and aggregate coverage with an
aggregate retention of not nore than 125 percent of the anount of
expected clainms for the next plan year and a specific retention
anount annual ly determ ned by the actuarial opinion required by
Section 846.153(a)(2).

(1) Both the specific and aggregate coverage required by
Subsection (h)(2) nmust require all clainms to be submtted within
90 days after the claimis incurred and provide a 12-nonth cl ai ns
incurred period and a 15-nonth paid clains period for each policy
year .

(j) The contributions nust be established to fund at | east
100 percent of the aggregate retention plus all other costs of
the multiple enpl oyer wel fare arrangenents.

(k) The nultiple enmployer welfare arrangenment nust
establish a procedure for handling clains for benefits on
di ssol ution of the arrangenent.

(1) The multiple enployer welfare arrangenent nust obtain
the required bond. (V.T.1.C Art. 3.95-2, Subsec. (d) (part).)

Source Law

(dy . . . provided all of the
foll owi ng conditions have been net:

(1) the enployers in the multiple
enpl oyer wel fare arrangenent are nenbers of
an association or group of five or nore
busi nesses which are in the sane trade or
i ndustry, including closely rel ated
busi nesses whi ch provide support, services,
or supplies primarily to that trade or
i ndustry;

(2) if an association, that the
association in the multiple enployer welfare
arrangenment is engaged in substanti al
activity for its nmenbers other than
sponsorshi p of an enpl oyee wel fare benefit
pl an;

(3) if an association, that the
association in the multiple enployer welfare
arrangenent has been in existence for a
period of not |less than two years prior to
engaging in any activities relating to the
provi sion of enployee health benefits to its
menbers;

(4) the enployee welfare plan of



t he association or group in the nultiple
enpl oyer wel fare arrangenent is controlled
and sponsored directly by participating

enpl oyers, participating enpl oyees, or both;

(5) the association or group of
enpl oyers in the nmultiple enployer welfare
arrangement is a not-for-profit organization;

(6) the nultiple enployer welfare
arrangenment has within its own organi zation
adequate facilities and conpetent personnel,
as determ ned by the conm ssioner, to service
t he enpl oyee benefit plan or has contracted
with a third-party adm nistrator licensed to
engage in business in this state;

(7) the nmultiple enployer welfare
arrangement has applications fromnot |ess
than five enployers and will provide simlar
benefits for not | ess than 200 separate
partici pating enpl oyees, and the annual gross
prem unms of or contributions to the plan wll
be not |ess than $20,000 for a plan that
provi des only vision benefits, $75,000 for a
pl an that provides only dental benefits, and
$200, 000 for all other plans;

(8) the nultiple enployer welfare
arrangement possesses a witten comntnent,
bi nder, or policy for stop-loss insurance
i ssued by an insurer authorized to do
business in this state providing not |ess
than 30 days notice to the conmm ssioner of
any cancel lation or nonrenewal of coverage
and whi ch provides both specific and
aggregate coverage with an aggregate
retention of no nore than 125 percent of the
amount of expected clains for the next plan
year and a specific retention anount annually
determ ned by the actuarial report required
by Article 3.95-8 of this code;

(9) both the specific and
aggregate coverage will require all clains to
be submtted within 90 days after the claim
is incurred and provide a 12-nonth cl ains
incurred period and a 15-nonth paid cl ains
period for each policy year;

(10) the contributions shall be
set to fund at |east 100 percent of the
aggregate retention plus all other costs of
the multiple enpl oyer wel fare arrangenents;



(13) the multiple enployer welfare
arrangenment has established a procedure for
handling clainms for benefits in the event of
di ssolution of the multiple enployer welfare
arrangenment; and

(14) the multiple enployer welfare
arrangenment has obtained the required bond.

Revi sed Law
Sec. 846.054. | SSUANCE COF I NI TI AL CERTI FI CATE OF AUTHORI TY.
(a) The conm ssioner shall issue an initial certificate of
authority to a nmultiple enployer welfare arrangenent that neets
the requirements of Section 846.053 not |ater than the 60th day
after the date on which the application is filed.
(b) An initial certificate of authority is a tenporary
certificate issued for a one-year term
(c) On receipt of the initial certificate of authority, the
mul ti pl e enpl oyer wel fare arrangenment shall begi n business.
(V.T.1.C. Art. 3.95-2, Subsecs. (d) (part), (e).)
Source Law

(d) Wthin 60 days of the filing of the
application, the comm ssioner shall issue the
initial certificate of authority, which shal
be a tenporary certificate for a termof one
year, to a nultiple enployer welfare
arrangenent,

(e) On receipt of its initial
certificate of authority, the nultiple
enpl oyer wel fare arrangenent shall commence
busi ness.

Revi sed Law

Sec. 846.055. EXTENSION OF TERM OF | NI TI AL CERTI FI CATE OF
AUTHORI TY. The conm ssioner may extend the termof an initial
certificate of authority for a period not to exceed one year if
t he conm ssioner determ nes that the nmultiple enployer welfare
arrangenment is likely to neet the requirenents of this chapter
for a final certificate of authority within that period. The
conmi ssi oner may not grant nore than one extension of the initial
certificate of authority regardless of the length of tinme for
whi ch an extension was granted. (V.T.1.C Art. 3.95-2, Subsec.

(i) (part).)

Source Law

(i) . . . Theinitial certificate of
authority may be extended for up to one year



at the discretion of the conm ssioner on a
determ nation that the nultiple enpl oyer

wel fare arrangenent is likely to neet the
requirenents of this subchapter within one
year. No nore than one extension of the
initial certificate of authority shall be
granted regardl ess of the length of time for
whi ch an extensi on was granted.

Revi sed Law

Sec. 846.056. FINAL CERTIFI CATE OF AUTHORITY. (a) A
mul ti pl e enpl oyer wel fare arrangenent that holds an initial
certificate of authority nust apply for a final certificate of
authority not later than the first anniversary of the date of
i ssuance of the initial certificate.

(b) The nmultiple enployer welfare arrangenment nust file an
application for a final certificate of authority on a form
prescri bed by the conm ssioner and furnish the information
required by the conm ssioner. The application for a final
certificate of authority nust include only:

(1) the nanmes and addresses of:

(A) the association or group of enployers
sponsoring the arrangenent;

(B) the board nenbers of the arrangenent; and

(C© if the enployers in the arrangenent are not
an associ ation, at |east five enployers;

(2) proof of conpliance with the bonding requirenents;

(3) a copy of each plan docunent and each agreenent
with service providers; and

(4) a funding report contai ning:

(A) a statement certified by the board and an
actuarial opinion that all applicable requirenents of Section
846. 153 have been net;

(B) an actuarial opinion describing the extent to
whi ch contributions or prem umrates:

(i) are not excessive;

(iit) are not unfairly discrimnatory; and

(iii) are adequate to provide for the
paynent of all obligations and the mai ntenance of required cash
reserves and surplus by the arrangenent;

(C a statenent of the current value of the
assets and liabilities accunul ated by the arrangenent and a
projection of the assets, liabilities, inconme, and expenses of
t he arrangenment for the next 12-nonth period; and

(D) a statenment of the costs to be charged for
coverage, including an item zation of amunts for

(i) admnistrative expenses;
(ii) reserves; and




(iii) other expenses associated with

operation of the arrangenent.
The reserves described in Section 846.154(a) nust have

(c)

been establi shed or

be established before the final certificate

of authority is issued.

(d)

I f,

after exam nation and investigation, the

conm ssioner is satisfied that the nmultiple enpl oyer welfare
arrangenent neets the requirenents of this chapter, the

conm ssi oner shal

arrangenent .
The conmm ssioner shall maintain the information

requi red under Subsection (b)(1)(C and Subsection (b)(3) as
confidenti al

(e)

(part),

(h),

issue a final certificate of authority to the

information. (V.T.I1.C. Art. 3.95-2, Subsecs. (d)
(i) (part).)

Source Law

(d) .o
(12) the reserves described in
Subsection (a)(2)(B), Article 3.95-8, of this
code have been established or will be
established before the final certificate of
authority is issued;

(h) A nultiple enpl oyer welfare
arrangenment possessing an initial certificate
of authority nust apply for a final
certificate of authority no later than one
year after issuance of its initial
certificate of authority. The multiple
enpl oyer wel fare arrangenent shall file an
application on a formprescribed by the
conmmi ssioner and furnish such information as
may be required by the conmm ssioner. The
application shall include only:

(1) the nanmes and addresses of:

(A) the association or group
of enpl oyers sponsoring the nmultiple enployer
wel fare arrangenent;

(B) the nenbers of the board
of trustees or directors, as applicable, of
the nmultiple enpl oyer wel fare arrangenent;
and

(© if not an association, at
| east five enployers, which information shal
be retained by the comm ssioner as
confidenti al ;

(2) evidence that the bonding
requi renents have been net;



(3) copies of all plan docunents
and agreenents with service providers, which
shall be retained by the comm ssioner as
confidential; and

(4) a funding report contai ning:

(A) a statement certified by
t he board of trustees or directors, as
applicable, and an actuarial opinion that all
applicable requirenents of Article 3.95-8 of
this code have been net;

(B) an actuarial opinion
whi ch sets forth a description of the extent
to which contributions or prem umrates:

(i) are not excessive;

(ii) are not unfairly
di scrimnatory; and

(iii) are adequate to
provide for the paynment of all obligations
and the mai ntenance of required cash reserves
and surplus by the multiple enployer welfare
arrangemnent ;

(C a statenent of the
current value of the assets and liabilities
accunul ated by the multiple enployer welfare
arrangenment and a projection of the assets,
l[tabilities, income, and expenses of the
nmul ti ple enpl oyer wel fare arrangenent for the
next 12-nonth period; and

(D) a statement of the costs
of coverage to be charged, including an
item zation of anobunts for adm nistration
reserves, and ot her expenses associated with
operation of the nmultiple enployer welfare
arrangemnent .

(i) After exam nation and
i nvestigation, the conm ssioner shall issue a
final certificate of authority to the
mul ti pl e enpl oyer welfare arrangenment if the
conmi ssioner is satisfied that the multiple
enpl oyer wel fare arrangenent neets the
requi renments of this subchapter

Revi sed Law
Sec. 846.057. DEN AL OF FI NAL CERTI FI CATE OF AUTHORI TY. (a)
The conm ssioner shall deny a final certificate of authority to
an applicant that does not conply with this chapter.
(b) If the comm ssioner denies a final certificate of
authority, the comm ssioner shall issue a witten notice of




refusal to the applicant. The notice of refusal nust state the

basis for the denial. The notice of refusal constitutes 30 days'
advance notice of the revocation of the initial certificate of
aut hority.

(c) If the applicant submts a witten request for a
hearing not later than the 30th day after the date of mailing of
the notice of refusal, revocation of the initial certificate of
authority is tenporarily stayed, and the comm ssioner shal
pronptly conduct a hearing at which the applicant is given an
opportunity to show conpliance with this chapter. (V.T.I.C
Art. 3.95-2, Subsecs. (i) (part), (j).)

Source Law

(i) . . . The conm ssioner shal
refuse to grant a final certificate of
authority to an applicant that fails to neet
the requirements of this subchapter. Notice
of refusal shall be in witing, shall set
forth the basis for the refusal, and shal
also be in witing, shall set forth the basis
for the refusal, and shall also constitute 30
days' advance notice of revocation of the
initial certificate of authority.

(j) If the applicant submts a witten
request for hearing within 30 days after
mai ling of the notice of refusal, revocation
of the initial certificate of authority shal
be tenporarily stayed and the comm ssi oner
shal |l pronptly conduct a hearing in which the
applicant shall be given an opportunity to
show conpliance with the requirements of this
subchapt er

Revi sed Law
Sec. 846.058. DI SQUALIFI CATION. (a) A multiple enployer
wel f are arrangenent, each board nenber and officer of the
arrangenment, and any agent or other person associated with the
arrangenent shall be subject to disqualification for eligibility
for a certificate of authority if the person:

(1) makes a material msstatenent or om ssion in an
application for a certificate of authority under this chapter

(2) obtains or attenpts to obtain at any tinme a
certificate of authority or license for an insurance entity
t hrough intentional m srepresentation or fraud;

(3) msappropriates or converts to the person's own
use or inproperly w thholds noney under an enpl oyee wel fare
benefit plan or nultiple enployer welfare arrangenent;

(4) is prohibited fromserving in any capacity with




t he arrangenent under Section 411, Enpl oyee Retirenent |ncone
Security Act of 1974 (29 U S.C. Section 1111);

(5) wthout reasonable cause or excuse, fails to
appear in response to a subpoena, exam nation, warrant, or any
other order lawfully issued by the conmm ssioner; or

(6) has previously been subject to a determ nation by
t he conm ssioner resulting in:

(A) suspension or revocation of a certificate of
authority or license; or

(B) denial of a certificate of authority or
i cense on grounds that woul d be sufficient for suspension or
revocati on.

(b) This section does not apply to a participating enployer
inits capacity as a participating enployer and the enployer's
participating enployees. (V.T.1.C. Art. 3.95-2, Subsec. (f).)

Source Law

(f) The nmultiple enployer welfare
arrangenment, each of its trustees or
directors and officers, and any agent or
ot her person associated with the multiple
enpl oyer wel fare arrangenent, other than a
participating enployer in its capacity as
such and its participating enpl oyees, shal
be subject to disqualification if the person:

(1) rmade a material m sstatenent
or omssion in an application for a
certificate of authority under this
subchapt er

(2) obtained or attenpted to
obtain at any tine a certificate of authority
or license for an insurance entity through
i ntentional msrepresentation or fraud,

(3) msappropriated or converted
to the person's own use or inproperly
wi t hhel d noney under an enpl oyee wel fare
benefit plan or nultiple enployer welfare
arrangemnent ;

(4) is prohibited fromserving in
any capacity with the nmultiple enployer
wel fare arrangenent under Section 411 of the
Enpl oyee Retirement | ncone Security Act of
1974 (28 U.S.C. Section 1111);

(5) wthout reasonabl e cause or
excuse failed to appear in response to a
subpoena, exam nation, warrant, or any other
order lawfully issued by the conm ssioner; or

(6) has previously been subject to



a determ nation by the conm ssioner resulting
in the suspension or revocation of a
certificate of authority or license or deni al
of a certificate of authority or license on
grounds that would be sufficient for
suspensi on or revocation.

Revisor's Note
Subsection (f), V.T.1.C Article 3.95-2,
refers to "28 U S.C. Section 1111." The
correct citation to the referenced lawis 29
U S. C Section 1111, not 28 U . S.C. Section
1111. The revised law is drafted
accordingly.
Revi sed Law
Sec. 846.059. FEES; SERVICE OF PROCESS. (a) Each nultiple
enpl oyer wel fare arrangenent shall pay to the departnment in the
anount set by the comm ssioner:
(1) an application fee for an initial certificate of
aut hority;

(2) an application fee for a final certificate of
authority; and

(3) afiling fee for subm ssion of the arrangenent's
annual statenent.

(b) The comm ssioner shall set the fees described by
Subsection (a) in anmpbunts reasonabl e and necessary to defray the
costs of admnistering this chapter

(c) Each multiple enployer welfare arrangenent shal
appoi nt the conmi ssioner as its resident agent for purposes of
service of process. The fee for that service is $50, payabl e at
the tinme of appointnent.

(d) Fees paid under this section shall be deposited to the
credit of the Texas Department of Insurance operating fund.
(V.T.1.C. Art. 3.95-3.)

Source Law

Art. 3.95-3. (a) The conm ssioner shal
collect and the nmultiple enpl oyer welfare
arrangenent shall pay fees to the
conmi ssioner as set by the conm ssioner for:

(1) application for initial
certificate of authority;

(2) application for final
certificate of authority; and

(3) filing fee for annual
st at enent .

(b) The conm ssioner shall set the fees
established in accordance with Subsection (a)



of this article in amounts reasonabl e and
necessary to defray the cost of
adm ni stration of this subchapter

(c) Each multiple enployer welfare
arrangenent shall appoint the conm ssioner as
its resident agent for purposes of service of
process. The fee for such service shall be
$50, payable at the tine of appointnent.

(d) Fees paid under this article shal
be deposited in the state treasury to the
credit of the State Board of I|nsurance
operating fund.

Revi sor's Note
V.T..C. Article 3.95-3(d) states that

fees "shall be deposited in the state

treasury to the credit of the State Board of

| nsurance operating fund."” Under Chapter 4,

Acts of the 72nd Legislature, 1st Called

Session, 1991, the Texas Departnent of

| nsurance operating fund (the | ater nanme of

the State Board of Insurance operating fund)

was converted to an account in the general

revenue fund. The revised law is drafted

accordingly.

Revi sed Law
Sec. 846.060. SUSPENSI ON, REVOCATI ON, OR LI M TATI ON OF
CERTI FI CATE OF AUTHORITY. In addition to any requirenment or
remedy under a |law cited under Section 846.003, the commr ssioner
may suspend, revoke, or limt the certificate of authority of a
mul ti pl e enpl oyer welfare arrangenent if the comm ssioner
determ nes, after notice and hearing, that the agreenent does not
conply with this chapter. (V.T.1.C Art. 3.95-14, Subsec. (a).)
Source Law

Art. 3.95-14. (a) In addition to any
requi renents or renedies set out in Article
3.95-13 of this code, the comm ssioner may
suspend, revoke, or limt the certificate of
authority of a nmultiple enployer welfare
arrangenment if the conm ssioner finds, after
noti on and hearing, that the multiple
enpl oyer wel fare agreenent does not neet the
requi rements of this subchapter

Revi sor's Note
Subsection (a), V.T.1.C Article
3.95-14, refers to an action by the




conmi ssioner after "notion and hearing." It
is clear fromthe context that "notion and
hearing" is a typographical error and that
the legislature intended to use the common
phrase "notice and hearing.” The revised | aw
is drafted accordingly.
Revi sed Law
Sec. 846.061. ACTION BY ATTORNEY GENERAL. (a) The
conmi ssioner may notify the attorney general of a violation of
this chapter, and the attorney general may apply to a district
court in Travis County for leave to file suit in the nature of
quo warranto or for injunctive relief or both.
(b) The attorney general may seek and the court may order:
(1) restitution for victinms of an act declared to be
unl awf ul under this chapter
(2) assessnent of a fine under this code; and
(3) recovery of reasonable attorney's fees. (V.T.1.C
Art. 3.95-14, Subsec. (b).)
Source Law

(b) The conm ssioner may notify the
attorney general of a violation of this
subchapter, and the attorney general may
apply to a district court in Travis County
for leave to file suit in the nature of quo
warranto or for injunctive relief or both.
The attorney general may seek and the court
may order restitution for victins of an act
decl ared to be unlawful under this
subchapter, a fine under this code, and
recovery of reasonable attorney's fees.

[ Sections 846.062-846. 100 reserved for expansi on]

SUBCHAPTER C. BQOARD MEMBERS; OTHER OFFI CERS AND PERSONNEL
Revi sed Law

Sec. 846.101. BOARD MEMBERS; NOTI CE OF ELECTIONS. (a)
Except as otherw se provided, the powers of a nmultiple enployer
wel fare arrangenent shall be exercised by a board elected to
carry out the purposes established by the organi zati onal
docunents of the arrangenent.

(b) The nenber enployers shall elect at |east 75 percent of
the board nenbers. At |east 75 percent of the board nenbers nust
be individuals who are covered under the arrangenent.

(c) An owner, officer, or enployee of a third-party
adm ni strator who provides services to the nultiple enployer
wel fare arrangenent or any other person who has received
conpensation fromthe arrangenment nmay not serve as a board




menber .

(d) Each board nenber shall be elected for a termof at
| east two years.

(e) Each nenber enployer of a nultiple enployer welfare
arrangenment shall be given notice of each election of board
menbers and is entitled to an equal vote, either in person or by
a witten proxy signed by the nenber enployer. An owner,
of ficer, or enployee of a third-party adm ni strator who provides
services to the arrangenent or any other person who has received
conpensation fromthe arrangenent may not serve as proxy.
(V.T.1.C. Art. 3.95-7, Subsecs. (b), (c).)

Source Law

(b) At least 75 percent of the trustees
or directors shall be elected by the nenber
enpl oyers of the multiple enployer welfare
arrangenment. Each trustee or director shal
be elected for at |least a two-year term
Each nenber enpl oyer of a nultiple enployer
wel f are arrangenent shall be given notice of
every election of trustees or directors and
shall be entitled to an equal vote either in
person or by proxy in witing signed by the
menber enployer. No owner, officer, or
enpl oyee of a third-party adm ni strator who
provi des services to the nultiple enployer
wel fare arrangenent or of any other person
who has received conpensation fromthe
mul ti pl e enpl oyer wel fare arrangenent may
serve as proxy.

(c) The powers of a nmultiple enployer
wel fare arrangenent, except as otherw se
provi ded, shall be exercised by the board of
trustees or directors chosen to carry out the
pur poses of the organizational docunents.
Not | ess than 75 percent of the trustees or
directors shall be persons who are covered
under the multiple enployer welfare
arrangenment, and no trustee or director shal
be an owner, officer, or enployee of a
third-party adm ni strator who provides
services to the multiple enployer welfare
arrangenment or of any other person who has
recei ved conpensation fromthe nmultiple
enpl oyer wel fare arrangenent.

Revi sed Law
Sec. 846.102. DUTIES OF BOARD MEMBERS. (a) The board




menbers of a multiple enployer welfare arrangenment are
responsi ble for all operations of the arrangenent and shall take
all necessary precautions to safeguard the assets of the
arrangemnent .

(b) A board nmenber shall give the attention and exercise
the vigilance, diligence, care, and skill that a prudent person
woul d use in like or simlar circunstances. (V.T.I.C
Art. 3.95-10, Subsec. (a) (part).)

Source Law

Art. 3.95-10. (a) The trustees or
directors of a nultiple enployer welfare
arrangenment shall give the attention and
exercise the vigilance, diligence, care, and
skill that prudent persons use in |ike or
simlar circunstances. Trustees or directors
shal | be responsible for all operations of
the multiple enpl oyer wel fare arrangenent and
shall take all necessary precautions to
saf eqguard the assets of the multiple enployer
wel f are arrangenent.

Revi sed Law
Sec. 846.103. LIM TATI ON ON ACTI ON AGAI NST BOARD MEMBER. A
board nmenber may not be held liable in a private cause of action
for any delinquency under Section 846.102 after the expiration of
the earlier of:
(1) six years fromthe date of delinquency; or
(2) two years fromthe tinme when the delinquency is
di scovered by a person conpl ai ning of the delinquency. (V.T.1.C
Art. 3.95-10, Subsec. (a) (part).)
Source Law

(a) . . . No trustee or director shal
be held liable in a private cause of action
for any delinquency under this article after
six years fromthe date of delinquency or
after two years fromthe tinme when the
del i nquency is discovered by a person
conpl ai ni ng of the delinquency, whichever
occurs sooner.

Revi sor's Note

Subsection (a), V.T.1.C Article
3.95-10, refers to liability of a trustee or
director "under this article,"” nmeaning
Article 3.95-10. The pertinent provision of
that article is revised in this chapter as




Section 846.102, and a cross-reference to
that section is included in the revised | aw
for the convenience of the reader.
Revi sed Law
Sec. 846.104. COVPENSATI ON OF BOARD MEMBERS. A board nenber
serves w thout conpensation fromthe nmultiple enployer welfare
arrangenment except for actual and necessary expenses. (V.T.l1.C
Art. 3.95-10, Subsec. (c) (part).)
Source Law

(c) Trustees or directors shall serve
wi t hout conpensation fromthe multiple
enpl oyer wel fare arrangenent except for
actual and necessary expenses.

Revi sed Law

Sec. 846.105. OFFICERS; ACENTS. (a) The board shall sel ect
officers for the multiple enployer welfare arrangenent as
designated in the organi zati onal docunents and nay appoi nt agents
as necessary for the arrangenment to engage in business. Each
of ficer and agent may exercise the authority and performthe
duties required in the managenent of the property and affairs of
t he arrangenent as del egated by the board.

(b) The board may renove an officer or agent if the board
determ nes that the business interests of the nultiple enployer
wel fare arrangenent are served by the renoval

(c) The board shall secure the fidelity of any or all of
the officers or agents who handl e the funds of the multiple
enpl oyer wel fare arrangenent by bond or otherwise. (V.T.I.C
Art. 3.95-10, Subsec. (b).)

Source Law

(b) The board of trustees or directors
shal | select such officers as designated in
the articles or bylaws or trust agreenment and
may appoi nt agents as deened necessary for
t he transaction of the business of the
mul ti pl e enpl oyer wel fare arrangenent. All
of ficers and agents shall respectively have
such authority and perform such duties in the
managenent of the property and affairs of the
mul ti pl e enpl oyer wel fare arrangenent as may
be del egated by the board of trustees or
directors. Any officer or agent may be
removed by the board of trustees or directors
whenever in their judgnment the business
interests of the multiple enployer welfare
arrangement will be served by the renoval



The board of trustees or directors shal
secure the fidelity of any or of all such
officers or agents who handl e the funds of
the multiple enployer wel fare arrangenent by
bond or otherw se.

Revi sor's Note

Subsection (b), V.T.1.C Article
3.95-10, refers to the "articles or bylaws or
trust agreenent” of a nultiple enployer
wel fare arrangenent. The revised | aw
substitutes the defined term "organizati onal
docunent s" because it is clear fromthe
context that the legislature intended to
refer to all of these docunents. Simlar
changes are nmade throughout this chapter

Revi sed Law

Sec. 846.106. COVPENSATI ON OF OFFI CERS, ACENTS, AND
EMPLOYEES. (a) A multiple enployer welfare arrangenent may pay
the officers and agents of the arrangenment suitabl e conpensation.
An officer, enployee, or agent of an arrangenent may not be
conpensat ed unreasonably.

(b) The conpensation of any officer or enployee of a
mul ti pl e enpl oyer wel fare arrangenent may not be conputed
directly or indirectly as a percentage of noney or prem um
col | ected.

(c) The conpensation of an agent may not exceed five
percent of the noney or prem um coll ected.

(d) A nultiple enployer welfare arrangenent my pay
conpensati on or nmake an enolunment to an officer of the
arrangenent only if the conpensation or enolunent is first
authorized by a mgjority vote of the board of the arrangenent.
(V.T.1.C. Art. 3.95-6 (part); Art. 3.95-10, Subsecs. (c) (part),

(d).)

Source Law

[Art. 3.95-6]

[(4) to appoint such officers and
agents as the business of the nultiple
enpl oyer welfare arrangenent shall require]
and to allow them suitable
conpensati on;

[Art. 3.95-10]

(¢c) . . . Anltiple enployer welfare
arrangenment shall not pay any sal ary,
conpensation, or enolunment to any officer of



the nmultiple enployer wel fare arrangenent
unl ess the paynent is first authorized by a
majority vote of the board of trustees or
directors of the nmultiple enployer welfare
arrangemnent .

(d) An officer, enployee, or agent of a
mul ti pl e enpl oyer wel fare arrangenent shal
not be conpensated unreasonably. The
conpensation of any officer or enployee of a
mul ti pl e enpl oyer wel fare arrangenment shal
not be calculated directly or indirectly as a
per cent age of noney or prem um coll ected.
The conpensation of any agent shall not
exceed five percent of the noney or prem um
col | ected.

Revi sor's Note
Subsection (c), V.T.1.C Article
3.95-10, refers to "salary, conpensation, or
enol unent.” The revised |aw omts the
reference to "sal ary" because that concept is
included in the neaning of "conpensation."
Revi sed Law
Sec. 846.107. RECEIPT OF THING OF VALUE; CRI M NAL PENALTY.
(a) A board nmenber, officer, or enployee of a nultiple enployer
wel fare arrangenent may not, know ngly and intentionally,
directly or indirectly:
(1) receive noney or another valuable thing for
negoti ati ng, procuring, recomending, or aiding in:
(A) a purchase by or sale to the arrangenent of

property; or
(B) a loan fromthe arrangenent; or
(2) be pecuniarily interested as a principal,
coprincipal, agent, or beneficiary in a purchase, sale, or |oan
descri bed by Subdivision (1).

(b) A person conmits an offense if the person violates this
section. An offense under this subsection is a felony of the
third degree. (V.T.1.C Art. 3.95-11.)

Source Law

Art. 3.95-11. (a) An officer, trustee,
director, or enployee of a nultiple enployer
wel fare arrangenent shall not know ngly and
intentionally, directly or indirectly,
recei ve any noney or valuable thing for
negoti ati ng, procuring, recomendi ng, oOr
aiding in any purchase by or sale to the
nmul ti pl e enpl oyer wel fare arrangenent of any



property or any loan fromthe nmultiple
enpl oyer wel fare arrangenent or be
pecuniarily interested either as principal,
coprincipal, agent, or beneficiary in any
such purchase, sale, or |oan.

(b) A person who violates this article
is guilty of an offense. An offense under
this section is a felony of the third degree.

[ Sections 846. 108-846. 150 reserved for expansi on]

SUBCHAPTER D. POWNERS AND DUTI ES OF MULTI PLE EMPLOYER
WELFARE ARRANGEMENTS
Revi sed Law

Sec. 846.151. CENERAL PONERS. (a) Unless otherw se
provi ded by or inconsistent with this chapter, each multiple
enpl oyer wel fare arrangenent nmay exercise the powers provided by
this section.

(b) A nultiple enployer wel fare arrangenent may have
succession, by its nane, for the termstated in its trust
agr eenent .

(c) A nultiple enployer welfare arrangenent may sue and be
sued. An arrangenent may:

(1) conplain and defend in any court;

(2) be a party to any proceedi ngs before a public body
of this state or of any other state or governnent; and

(3) sue a participating enployer, an enpl oyee, or a
beneficiary for any cause relating to the business of the
arrangemnent .

(d) A nultiple enployer welfare arrangenent may have a sea
that may be used by having the seal or a facsimle of the seal
i npressed, affixed, or otherw se reproduced. The arrangenent nmay
alter the seal at wll.

(e) A nultiple enployer wel fare arrangenent may appoi nt
officers and agents as the business of the arrangenent requires.
(f) A nultiple enployer welfare arrangenent may adopt,
anmend, and repeal bylaws as necessary for the government of its

affairs.

(g) Anultiple enployer welfare arrangenment may conduct its
business in this state, other states, and foreign countries and
their territories and col onies.

(h) A nultiple enpl oyer wel fare arrangenment nmay have
of fices outside this state.

(i) Anultiple enployer welfare arrangenment may acquire,
hol d, nortgage, pledge, assign, and transfer real and personal
property subject to this chapter. (V.T.I.C. Art. 3.95-6 (part).)




Source Law

Art. 3.95-6. Every multiple enployer
wel f are arrangenent, unless ot herw se
provided in or inconsistent with this
subchapter, shall have power:

(1) to have succession, by its
nanme, for the termstated in its trust
agr eenent ;

(2) to sue and be sued, to
conpl ain and defend in any court of |aw or
equity, or to be a party to any proceedi ngs
bef ore any board or conmm ssion or other
public body of this state or of any other
state or governnent; suits at |aw may be
mai ntai ned by the nultiple enployer welfare
arrangenment against any of its participating
enpl oyers, enployees, or beneficiaries for
any cause relating to the business of the
mul ti pl e enpl oyer wel fare arrangenent;

(3) to have a seal which may be
altered at pleasure and to use the seal by
causing it or a facsimle of it to be
i npressed, affixed, or otherw se reproduced,

(4) to appoint such officers and
agents as the business of the nultiple
enpl oyer wel fare arrangenent shal
require . . . ;

(5) to nmake, alter, amend, and
repeal bylaws for the regulation and
governnment of its affairs; and

(6) to conduct its business in
this state, other states, the District of
Colunbia, the territories and col onies of the
United States, and foreign countries and
their territories and col onies; to have one
or nore offices out of this state; and to
acquire, purchase, hold, nortgage, pledge,
assign, transfer, and convey real and
personal property subject to the provisions
of this subchapter

Revi sor's Note

(1) Subdivision (2), V.T.1.C. Article
3.95-6, provides that a nmultiple enployer
wel fare arrangenent may "conplain and defend
in any court of law or equity.” The revised

law omts "of law or equity" as unnecessary



846. 152.

because that termis included within the
nmeani ng of "any court."

(2) Subdivision (2), V.T.1.C. Article
3.95-6, refers to "proceedi ngs before any
board or conmm ssion or other public body."
The references to "board" and "conm ssion”
are omtted fromthe revised | aw because
those terns are included within the neaning
of "public body."

(3) Subdivision (5), V.T.1.C. Article
3.95-6, grants a nultiple enployer welfare
arrangenment the power "to nmake, alter, anmend,
and repeal bylaws for the regul ation and
governnment of its affairs.” The revised | aw
substitutes "adopt” for "make" and "alter”
because "nake" and "alter" are included
within the nmeaning of "adopt." The revised
law omts the reference to "regul ati on”
because, in context, "regulation" is included
wi thin the nmeaning of "governnent."

(4) Subdivision (6), V.T.1.C. Article
3.95-6, refers to "the District of Col unbia,
[and] the territories and col onies of the
United States."” The quoted | anguage is
om tted because under Section 311.005(7),
Gover nment Code (Code Construction Act),
"state,"” when referring to a part of the
United States, includes a district,
commonweal th, territory, or insular
possession of the United States. The
definition applies to the revised | aw

(5) Subdivision (6), V.T.1.C. Article
3.95-6, grants a nultiple enployer welfare
arrangenent the power "to acquire, purchase,
hol d, nortgage, pledge, assign, transfer, and
convey real and personal property."” The
revised law omts the reference to "purchase”
because that termis included within the
meani ng of "acquire." The revised |aw al so
omts "convey" because that termis included
wi thin the nmeaning of "transfer."

Revi sed Law
FI LI NG OF ORGANI ZATI ONAL DOCUMENTS. A

mul ti pl e enpl oyer welfare arrangenent shall file with the
conmi ssioner its organi zational docunents and all appurtenant
amendnents before those docunments take effect. (V.T.1.C

3.95-7, Subsec.

(a).)



Source Law

Art. 3.95-7. (a) The articles or
byl aws, or trust agreenent, as applicable, of
the multiple enployer wel fare arrangenent and
al |l appurtenant anmendments shall be filed
wi th the conm ssioner before becom ng
operati ve.

Revi sed Law
Sec. 846.153. REQUI RED FILINGS. (a) A multiple enployer

wel fare arrangenent engaging in business in this state shall file
the followng with the comm ssioner on forns approved by the
conmi Ssi oner:

(1) a financial statenent audited by a certified
publ i ¢ account ant;

(2) an actuarial opinion prepared and certified by an
actuary who is:

(A) not an enployee of the arrangenent; and

(B) a fellow of the Society of Actuaries, a
menber of the American Acadeny of Actuaries, or an enrolled
actuary under the Enpl oyee Retirenent Inconme Security Act of 1974
(29 U.S.C. Section 1001 et seq.); and

(3) any nodified ternms of a plan docunent together
with a certification fromthe trustees that the changes are in
conpliance with the m nimumrequirenments of this chapter

(b) A nultiple enployer welfare arrangenent shall file the
financial statenent and the actuarial opinion required by
Subsection (a) within 90 days of the end of the fiscal year.

(c) The actuarial opinion required under Subsection (a)
nmust i ncl ude:

(1) a description of the actuarial soundness of the
mul ti pl e enpl oyer wel fare arrangenment, including any actions
recommended to i nprove the actuarial soundness of the
arrangemnent ;

(2) the amount of cash reserves reconmmended to be
mai nt ai ned by the arrangenent; and

(3) the level of specific and aggregate stop-Iloss
i nsurance recomrended to be nmai ntained by the arrangenent.
(V.T.1.C. Art. 3.95-8, Subsec. (a) (part).)

Source Law

Art. 3.95-8. (a) Each nmultiple enployer
wel f are arrangenent transacting business in
this state shall file the followwng with the
conmi ssi oner on forns approved by the
conmi Ssi oner:

(1) wthin 90 days of the end of



the fiscal year, financial statements audited
by a certified public accountant;

(2) wthin 90 days of the end of
the fiscal year, an actuarial opinion
prepared and certified by an actuary who is
not an enpl oyee of the nultiple enpl oyer
wel fare arrangenent and who is a fell ow of
the Society of Actuaries, a nenber of the
Aneri can Acadeny of Actuaries, or an enrolled
actuary under the Enployee Retirenment |ncone
Security Act of 1974 (29 U.S. C. Section 1001
et seq.); and

(3) any nodified terms of a plan
docunent along with a certification fromthe
trustees that any changes are in conpliance
with the mninumrequirenents of this
subchapter. The actuarial opinion shal
i ncl ude:

(A) a description of the
actuarial soundness of the nultiple enployer
wel f are arrangenment, including any
recomrended actions that the multiple
enpl oyer welfare arrangenent should take to
i nprove its actuarial soundness;

(B) the recomended anmpunt of
cash reserves the nultiple enployer welfare
arrangenent should maintain . . . and

(© the recommended | evel of
speci fic and aggregate stop-loss insurance
the nmultiple enployer wel fare arrangenent
shoul d mai nt ai n.

Revi sed Law
Sec. 846.154. CASH RESERVE REQUI REMENTS. (a) The anmount of
cash reserves recommended under Section 846.153(c)(2) may not be
| ess than the greater of:
(1) 20 percent of the total contributions in the
precedi ng plan year; or
(2) 20 percent of the total estimated contributions
for the current plan year.
(b) Cash reserves required by this section nmust be:
(1) conputed with proper actuarial regard for
(A) known clains, paid and outstanding;
(B) a history of incurred but not reported

cl ai ns;
(© clains handling expenses;
(D) unearned prem um
(E) an estimate for bad debts;



(F) atrend factor; and
(G a mrgin for error; and
(2) maintained in cash or federally guaranteed
obligations of less than five-year maturity that have a fixed or
recoverabl e principal anount or in other investnents as the
conm ssi oner may authorize by rule. (V.T.1.C Art. 3.95-8,
Subsecs. (a) (part), (b) (part).)
Source Law

Art. 3.95-8. (a)

[(B) the recomended anpunt
of cash reserves the nmultiple enployer
wel fare arrangenment shoul d mai ntain] which
shall not be less than the greater of 20
percent of the total contributions in the
precedi ng plan year or 20 percent of the
total estimated contributions for the current
pl an year; cash reserves shall be cal cul ated
Wi th proper actuarial regard for known
claims, paid and outstanding, a history of
incurred but not reported clains, clains
handl i ng expenses, unearned prem um an
estimate for bad debts, a trend factor, and a
margin for error; cash reserves required by
this article shall be maintained in cash or
federal ly guaranteed obligations of |ess than
five-year maturity that have a fixed or
recoverabl e principal anmpbunt or such other
i nvestnents as the comm ssioner or board may
aut hori ze by rul e;

(b) . . . The cash reserves required by
this article shall be maintained in cash or
federal |y guaranteed obligations of |ess than
five-year maturity that have a fixed or
recoverabl e principal anmpbunt or such other
i nvestnents as the comm ssioner or board may
aut hori ze by rule.

Revi sed Law

Sec. 846.155. ADJUSTMENT OF CONTRIBUTIONS. If the
recommended cash reserves required by Section 846.154(a) exceed
the greater of 40 percent of the total contributions for the
precedi ng plan year or 40 percent of the total contributions
expected for the current plan year, the contributions may be
reduced to fund | ess than 100 percent of the aggregate retention
plus all other costs of the multiple enployer welfare
arrangenment, but not |ess than the |level of contributions
necessary to fund the m ni mumreserves required under Section




846. 154(a). (V.T.1.C Art. 3.95-2, Subsec. (d) (part).)
Source Law

(d) .o
(11) if the reserves required by
Subsection (a)(2)(B), Article 3.95-8, of this
code exceed the greater of 40 percent of the
total contributions for the preceding plan
year or 40 percent of the total contributions
expected for the current plan year, the
contributions may be reduced to fund | ess
than 100 percent of the aggregate retention
plus all other costs of the nmultiple enployer
wel fare arrangenent, but in no event |ess
than the |l evel of contributions necessary to
fund the m nimumreserves required under
Subsection (a)(2)(B), Article 3.95-8, of this
code;

Revi sed Law
Sec. 846.156. WAIVER OR REDUCTI ON OF REQUI RED STOP- LOSS

| NSURANCE OR CASH RESERVES. On the application of a multiple
enpl oyer wel fare arrangenent, the conm ssioner may waive or
reduce the requirenent for aggregate stop-loss insurance coverage
and the anmount of recommended cash reserves required by Section
846. 154(a) on a determ nation that the interests of the
partici pating enpl oyers and enpl oyees are adequately protected.
(V.T.1.C. Art. 3.95-8, Subsec. (d).)

Source Law

(d) On application of a nultiple
enpl oyer wel fare arrangenent, the
conmi ssi oner may wai ve or reduce the
requi renent for aggregate stop-loss coverage
and the amount of reserves required by
Subsection (a)(2)(B) of this article on a
determ nation that the interests of the
participating enpl oyers and enpl oyees are
adequat el y protected.

Revi sed Law

Sec. 846.157. RENEWAL OF CERTI FI CATE; ADDI TI ONAL ACTUARI AL
REVIEW (a) The conm ssioner shall review the fornms required by
Section 846. 153 and shall renew a nultiple enployer welfare
arrangenment's certificate of authority unless the comm ssioner
determ nes that the arrangenent does not conply with this
chapter.

(b) On a finding of good cause, the conm ssioner may order




an actuarial review of a nultiple enployer welfare arrangenent in
addition to the actuarial opinion required by Section 846.153(a).
The arrangenent shall pay the cost of the additional actuari al
revi ew.

(c) If the conm ssioner determnes that a multiple enployer
wel fare arrangenent does not conply with this chapter, the
conmi ssi oner nmay order the arrangenent to correct the
deficiencies. The comm ssioner nmay take any action agai nst the
mul ti pl e enpl oyer wel fare arrangenment authorized by this code if
t he arrangenent does not initiate i medi ate corrective action.
(V.T.1.C. Art. 3.95-8, Subsecs. (b) (part), (c), (e).)

Source Law

(b) The conmm ssioner shall reviewthe
forms required by Subsection (a) of this
article. The conm ssioner shall renew a
mul ti pl e enpl oyer wel fare arrangenent's
certificate of authority unless the
conmi ssioner finds that the nultiple enployer
wel fare arrangenent does not neet the
requi rements of this subchapter

(c) On a finding of good cause, the
conmi ssi oner nmay order an actuarial review of
a multiple enployer welfare arrangenent in
addition to the actuarial opinion required by
Subsection (a)(2) of this article. The cost
of any such additional actuarial review shall
be paid by the multiple enployer welfare
arrangemnent .

(e) |If the conmm ssioner determ nes that
a multiple enpl oyer wel fare arrangenent does
not conply with the requirenents established
in this subchapter, the comm ssioner may
order the nultiple enployer welfare
arrangenent to correct the deficiencies. |If
the nmultiple enployer wel fare arrangenent
does not initiate i mediate corrective
action, the comm ssioner may take any action
agai nst the nultiple enployer welfare
arrangenment that is authorized by this code.

Revi sed Law
Sec. 846.158. EXAM NATI ON OF MULTI PLE EMPLOYER VELFARE
ARRANGEMENTS. (a) The conm ssioner or the conm ssioner's
appoi ntee may examne the affairs of any nultiple enployer
wel f are arrangenent.
(b) For the purposes of this section the comm ssioner:




(1) shall have free access to all the books, records,
and docunents that relate to the business of the plan; and

(2) may exam ne under oath a board nenber, officer,
agent, or enployee of the multiple enployer welfare arrangenent
inrelation to the affairs, transactions, and conditions of the
arrangemnent .

(c) Each multiple enployer welfare arrangenent shall pay
t he expenses of the exam nation as provided by Article 1.16.
(V.T.1.C. Art. 3.95-9.)
Source Law

Art. 3.95-9. The conm ssioner or any
per son appoi nted by the comm ssioner shal
have the power to exam ne the affairs of any
mul ti pl e enpl oyer wel fare arrangenment and for
such purposes shall have free access to al
t he books, records, and docunents that relate
to the business of the plan and may exam ne
under oath its trustees or directors,
of ficers, agents, and enployees in relation
to the affairs, transactions, and conditions
of the multiple enployer welfare arrangenent.
Expenses of exam nation shall be paid by each
mul ti pl e enpl oyer wel fare arrangenent as
provided in Article 1.16 of this code.

Revi sed Law
Sec. 846.159. NAME OF MULTI PLE EMPLOYER VELFARE
ARRANGEMENT. (a) A multiple enployer welfare arrangenent shal
transact business under the arrangenent’'s own nane and may not
adopt any assuned nanme. An arrangenent may not use a nane that is
the sane as or closely resenbles the name of any ot her
arrangement that:
(1) possesses a certificate of authority; and
(2) is engaged in business in this state.
(b) A nultiple enployer welfare arrangenent may change its
name by:

(1) anending the articles of the arrangenent; or
(2) taking a new name with the approval of the
comm ssioner. (V.T.1.C. Art. 3.95-5 (part).)
Source Law

Art. 3.95-5. No multiple enployer
wel fare arrangenent authorized under this
subchapter shall take any name which is the
same as or closely resenbles the nane of any
other multiple enployer welfare arrangenent
possessing a certificate of authority and



doing business in this state. A multiple
enpl oyer wel fare arrangenent shall transact
its business under its own nane and shall not
adopt any assuned name, except that a
mul ti pl e enpl oyer wel fare arrangenent by
anmending its articles may change its nane or
take a new nane with the approval of the
conmi Ssi oner .

Revi sed Law
Sec. 846.160. EVIDENCE OF EXI STENCE. A certified copy of
the multiple enployer welfare arrangenent's certificate of
authority is prima facie evidence of the existence of the
arrangenment in a |legal proceeding. (V.T.1.C. Art. 3.95-5 (part).)
Source Law

Art. 3.95-5. . . . Wenever it shall be
necessary in any | egal proceeding to prove
t he existence of a nultiple enployer welfare
arrangenment, a certified copy of the nmultiple
enpl oyer welfare arrangenent's certificate of
authority shall be prima facie evidence of
t he exi stence of the nultiple enployer
wel f are arrangenent.

[ Sections 846. 161-846. 200 reserved for expansi on]

SUBCHAPTER E. PROVI SI ON OF COVERAGE
Revi sed Law
Sec. 846.201. BENEFITS ALLOWNED. (a) A multiple enployer
wel f are arrangenent may only provide one or nore of the
f ol | owi ng:
(1) nedical, dental, vision, surgical, or hospital

care;

(2) benefits in the event of sickness, accident,
di sability, or death

(3) another benefit authorized to be provided by
health insurers in this state; and

(4) prepaid | egal services.

(b) Except as otherwise limted by the Enpl oyee Retirenent

| nconme Security Act of 1974 (29 U.S.C. Section 1001 et seq.), a
mul ti pl e enpl oyer wel fare arrangenment may only provide benefits
to:

(1) active or retired owmers, officers, directors, or
enpl oyees of or partners in participating enployers; and

(2) the beneficiaries of a person described by
Subdivision (1). (V.T.1.C. Art. 3.95-4.)



Source Law

Art. 3.95-4. (a) A nmultiple enployer
wel f are arrangenent authorized under this
subchapter shall be Iimted to providing any
one or nore of the foll ow ng:

(1) nedical, dental, optical
surgical, or hospital care;

(2) Dbenefits in the event of
si ckness, accident, disability, or death;

(3) any other benefit authorized
for health insurers in this state; and

(4) prepaid | egal services.

(b) A nultiple enployer welfare
arrangenment nmay only provide benefits to
active or retired owers, officers,
directors, or enployees of or partners in
participating enpl oyers, or the beneficiaries
of such persons, except as may ot herw se be
l[imted by provisions of the Enpl oyee
Retirement |Income Security Act of 1974 (29
U S.C. Section 1001 et seq.).

Revi sor's Note
Subsection (a)(1), V.T.I1.C. Article
3.95-4, refers to "optical" care. The
revised | aw substitutes the term "vision" for
"optical" because that is the nore commonly
used termin this context.
Revi sed Law
Sec. 846.202. PREEXI STING CONDI TION PROVISION. (a) In this
section, "creditable coverage" has the meaning assigned by
Section 3, Article 21.52G as added by Chapter 955, Acts of the
75th Legi sl ature, Regul ar Session, 1997.
(b) A preexisting condition provision in a multiple
enpl oyer wel fare arrangenent's plan docunment may apply only to
coverage for a disease or condition for which nedical advice,
di agnosi s, care, or treatnent was recommended or received during
the six nonths before the earlier of:
(1) the effective date of coverage; or
(2) the first day of the waiting period.
(c) A preexisting condition provision in a multiple
enpl oyer wel fare arrangenent’'s plan docunent may not apply to
expenses incurred on or after the expiration of the 12 nonths
following the initial effective date of coverage of the
partici pating enpl oyee, dependent, or |ate-participating enployee
or dependent.
(d) A preexisting condition provision in a multiple




enpl oyer welfare arrangenent’'s plan docunent may not apply to an
i ndi vi dual who was continuously covered for an aggregate period
of 12 nonths under creditable coverage that was in effect until a
date not nore than 63 days before the effective date of coverage
under the health benefit plan, excluding any waiting period.

(e) In determ ning whether a preexisting condition
provi sion applies to an individual covered by a multiple enployer
wel fare arrangenent's plan docunent, the arrangenent shal
credit the tinme the individual was covered under previous
creditable coverage if the previous coverage was in effect at any
time during the 12 nonths preceding the effective date of
coverage under the arrangenent. If the previous coverage was
i ssued under a health benefit plan, any waiting period that
applied before that coverage becane effective nust al so be
credited agai nst the preexisting condition provision period.
(V.T.1.C. Art. 3.95-1, Subdiv. (3); Arts. 3.95-1.5, 3.95-4.8,
Subsecs. (a), (b), (e), (f).)

Source Law

[Art. 3.95-1]

(3) "Creditable coverage" neans
coverage described by Article 3.95-1.5 of
this code.

Art. 3.95-1.5. (a) An individual's
coverage is creditable for purposes of this
subchapter if the coverage is provided under

(1) a self-funded or self-insured
enpl oyee wel fare benefit plan that provides
heal th benefits and that is established in
accordance with the Enpl oyee Retirenent
| ncome Security Act of 1974 (29 U.S. C
Section 1001 et seq.);

(2) a group health benefit plan
provi ded by a health insurance carrier or
heal t h mai nt enance organi zati on;

(3) an individual health insurance
policy or evidence of coverage;

(4) Part Aor Part Bof Title
XVII1l of the Social Security Act (42 U S. C
Section 1395c et seq.);

(5) Title XIX of the Soci al
Security Act (42 U S.C. Section 1396 et
seq.), other than coverage consisting solely
of benefits under Section 1928 of that Act
(42 U.S.C. Section 1396s);

(6) Chapter 55, Title 10, United
States Code (10 U. S.C. Section 1071 et seq.);



(7) a nedical care program of the
I ndi an Health Service or of a triba
or gani zati on;

(8) a state health benefits risk
pool ;

(9) a health plan offered under
Chapter 89, Title 5, United States Code (5
U S.C. Section 8901 et seq.);

(10) a public health plan as
defined by federal regulations; or

(11) a health benefit plan under
Section 5(e), Peace Corps Act (22 U.S. C
Section 2504(e)).

(b) Creditable coverage does not
i ncl ude:

(1) accident-only or disability
i ncone insurance, or a conbination of
accident-only and disability income
i nsur ance;

(2) coverage issued as a
supplenent to liability insurance;

(3) Iliability insurance, including
general liability insurance and autonobile
[iability insurance;

(4) workers' conpensation or
simlar insurance;

(5) autonobile nedical paynent
i nsur ance;

(6) credit-only insurance;

(7) coverage for on-site nedica
clinics;

(8) other coverage that is:

(A) simlar to the coverage
descri bed by this subsection under which
benefits for medical care are secondary or
incidental to other insurance benefits; and

(B) specified in federal
regul ati ons;

(9) coverage that provides
limted-scope dental or vision benefits;

(10) long-termcare coverage or
benefits, nursing hone care coverage or
benefits, honme health care coverage or
benefits, community-based care coverage or
benefits, or any conbination of those
coverages or benefits;

(11) coverage that provides other
[imted benefits specified by federal



regul ati ons;

(12) coverage for a specified
di sease or illness;

(13) hospital indemity or other
fixed indemmity insurance; or

(14) Medicare supplenental health
i nsurance as defined under Section
1882(g) (1), Social Security Act (42 U S.C
Section 1395ss), coverage supplenental to the
coverage provi ded under Chapter 55, Title 10,
United States Code (10 U.S.C. Section 1071 et
seq.), and simlar supplenental coverage
provi ded under a group plan.

Art. 3.95-4.8. (a) A preexisting
condition provision in a nultiple enployer
wel fare arrangenent's plan docunent may not
apply to an expense incurred on or after the
expiration of the 12 nonths follow ng the
initial effective date of coverage of the
partici pating enpl oyee, dependent, or
| at e-partici pati ng enpl oyee.

(b) A preexisting condition provision
ina multiple enployer welfare arrangenment's
pl an docunent may not apply to coverage for a
di sease or condition other than a disease or
condition for which nedical advice,

di agnosi s, care, or treatnent was recomended
or received during the six nonths before the
earlier of:

(1) the effective date of
coverage; or

(2) the first day of the waiting
peri od.

(e) A preexisting condition provision
ina multiple enployer welfare arrangenment's
pl an docunent may not apply to an individual
who was continuously covered for an aggregate
peri od of 12 nonths under creditable coverage
that was in effect up to a date not nore than
63 days before the effective date of coverage
under the health benefit plan, excluding any
wai ting peri od.

(f) In determning whether a
preexisting condition provision applies to an
i ndi vi dual covered by a multiple enployer
wel fare arrangenent's plan docunent, the



mul ti pl e enpl oyer wel fare arrangenment shal
credit the tinme the individual was covered
under previous creditable coverage if the
previ ous coverage was in effect at any tine
during the 12 nonths preceding the effective
date of coverage under the nultiple enployer
wel fare arrangenent. |If the previous
coverage was issued under a health benefit
pl an, any waiting period shall also be
credited to the preexisting condition

provi sion period.

Revi sor's Note
(1) Subdivision (3), V.T.1.C. Article
3.95-1, defines "creditable coverage" to nean
coverage "described by Article 3.95-1.5 of
this code.” That definition of "creditable
coverage" was adopted by Chapter 955, Acts of
the 75th Legislature, Regular Session, 1997.
A substantially identical definition appeared
three tines in Chapter 955, in sections
anmendi ng Chapter 26, Insurance Code, adding
Article 21.52G |Insurance Code, and addi ng
Article 3.95-1.5, Insurance Code. The intent
of the legislature in enacting Chapter 955
was to inplenment federal requirenments on
heal th insurance portability and
avai lability; the use of the sanme definition
in three different articles was to ensure
conpliance with the federal requirements.
(2) Subsection (f), V.T.1.C. Article
3.95-4.8, refers to "any waiting
period . . . ." The revised | aw expands the
reference to "any waiting period that applied
before that coverage becane effective" for
clarity and to conformto other simlar
provisions in this code.
Revi sed Law
Sec. 846.203. TREATMENT OF CERTAI N CONDI TI ONS AS
PREEXI STI NG PRCHI BI TED. (a) A multiple enployer welfare
arrangenment may not treat genetic information as a preexisting
condition described by Section 846.202 in the absence of a
di agnosis of the condition related to the information.
(b) A nultiple enployer welfare arrangenent may not treat
pregnancy as a preexisting condition described by Section
846.202. (V.T.1.C. Art. 3.95-4.8, Subsecs. (c), (d).)




Source Law

(c) A nultiple enployer welfare
arrangement shall not treat genetic
information as a preexisting condition
descri bed by Subsection (b) of this article
in the absence of a diagnosis of the
condition related to the information.

(d) A nultiple enployer welfare
arrangenment shall not treat a pregnancy as a
preexisting condition described by Subsection
(b) of this article.

Revi sed Law
Sec. 846.204. VWAITING PERI OD PERM TTED. Sections 846. 202

and 846. 203 do not preclude application of a waiting period that
applies to all new participating enpl oyees under the health
benefit plan in accordance with the terns of the nultiple
enpl oyer wel fare arrangenent's plan docunment. (V.T.I.C
Art. 3.95-4.8, Subsec. (Qg).)

Source Law

(g) This article does not preclude
application of any waiting period applicable
to all new participating enpl oyees under the
heal th benefit plan in accordance with the
terns of the nultiple enployer welfare
arrangenent's plan docunent.

Revi sed Law
Sec. 846.205. CERTAIN LI M TATI ONS OR EXCLUSI ONS OF COVERACGE
PROH BI TED. (a) A nultiple enployer welfare arrangenent's plan
docunent may not limt or exclude, by use of a rider or anmendnent
applicable to a specific individual, coverage by type of illness,
treatment, nedical condition, or accident.
(b) This section does not preclude a nultiple enployer
wel fare arrangenent fromlimting or excluding coverage for a
preexi sting condition in accordance with Section 846.202.
(V.T.1.C Art. 3.95-4.1, Subsec. (m.)
Source Law

(m A nultiple enployer welfare
arrangenment's plan docunent may not, by use
of a rider or anmendnent applicable to a
specific individual, limt or exclude
coverage by type of illness, treatnent,
medi cal condition, or accident, except for
preexisting conditions as permtted under



Article 3.95-4.8 of this code.

Revi sed Law

Sec. 846.206. RENEWABILITY OF COVERAGE;, CANCELLATION. (a)
Except as provided by Section 846.207, a multiple enployer
wel fare arrangenment shall renew the health benefit plan, at the
enpl oyer's option, unless:

(1) a contribution has not been paid as required by
the terns of the plan;

(2) the enployer has commtted fraud or has
intentionally m srepresented a material fact;

(3) the enployer has not conplied with the terns of
the health benefit plan docunent;

(4) the health benefit plan is ceasing to offer any
coverage in a geographic area; or

(5) there has been a failure to neet the terns of an
appl i cabl e col |l ective bargai ning agreenent or other agreenent
requiring or authorizing contributions to the health benefit
plan, including a failure to renew the agreenent or to enpl oy
enpl oyees covered by the agreenent.

(b) A nultiple enployer welfare arrangenent may refuse to
renew the coverage of a participating enployee or dependent for
fraud or intentional msrepresentation of a material fact by that
per son.

(c) A nultiple enployer welfare arrangenent may not cance
a health benefit plan except for a reason specified for refusal
to renew under Subsection (a). An arrangenent may not cancel the
coverage of a participating enpl oyee or dependent except for a
reason specified for refusal to renew under Subsection (b).
(V.T.1.C. Art. 3.95-4.3.)

Source Law

Art. 3.95-4.3. (a) Except as provided
by Article 3.95-4.4 of this code, a multiple
enpl oyer wel fare arrangenent shall renew the
heal th benefit plan, at the option of the
enpl oyer, unl ess:

(1) a contribution has not been
paid as required by the terns of the plan;

(2) the enployer has commtted
fraud or intentional m srepresentation of a
material fact;

(3) the enployer has not conplied
with the terns of the health benefit plan
docunent ;

(4) the plan is ceasing to offer
any coverage in a geographic area; or

(5) there has been a failure to:



(A) neet the ternms of an
appl i cabl e coll ective bargaining agreenent or
ot her agreenent requiring or authorizing
contributions to the plan;

(B) renew the agreenent; or

(C© enploy enpl oyees covered
by the agreenent.

(b) A nultiple enployer welfare
arrangement may refuse to renew the coverage
of a participating enpl oyee or dependent for
fraud or intentional m srepresentation of a
mat erial fact by that individual.

(c) A nultiple enployer welfare
arrangenment nmay not cancel a health benefit
pl an except for the reasons specified for
refusal to renew under Subsection (a) of
this article. A nmultiple enployer welfare
arrangenment may not cancel the coverage of a
partici pating enpl oyee or dependent except
for the reasons specified for refusal to
renew under Subsection (b) of this article.

Revi sed Law

Sec. 846.207. REFUSAL TO RENEW (a) A multiple enployer
wel fare arrangenent may elect to refuse to renew all health
benefit plans delivered or issued for delivery by the arrangenent
in this state. The arrangenent shall notify:

(1) the conm ssioner of the election not l[ater than
the 180th day before the date coverage under the first health
benefit plan term nates under this subsection; and

(2) each affected enployer not |ater than the 180th
day before the date on which coverage term nates for that
enpl oyer.

(b) A nultiple enployer welfare arrangenent that elects
under this section to refuse to renew all health benefit plans
may not wite a health benefit plan in this state before the
fifth anniversary of the date notice is delivered to the
conmi ssi oner under Subsection (a).

(c) A nultiple enployer welfare arrangenent may elect to
di scontinue a health benefit plan only if the arrangenent:

(1) provides notice to each enpl oyer of the
di scontinuation before the 90th day preceding the date of the
di sconti nuati on of the plan;

(2) offers to each enployer the option to purchase
coverage under another health benefit plan offered by the
arrangenment; and

(3) acts uniformy without regard to the clains
experience of the enployer or any health status related factor of




partici pating enpl oyees or dependents or new enpl oyees or
dependents who may becone eligible for the coverage. (V. T.1.C
Art. 3.95-4.4.)

Source Law

Art. 3.95-4.4. (a) A nultiple enployer
wel fare arrangenment may elect to refuse to
renew all health benefit plans delivered or
i ssued for delivery by the nmultiple enployer
wel fare arrangenment in this state. The
mul ti pl e enpl oyer wel fare arrangenent shal
notify the comm ssioner of the election not
| ater than the 180th day before the date
coverage under the first health benefit plan
term nates under this subsection

(b) The nultiple enployer welfare
arrangenment shall notify each affected
enpl oyer not |ater than the 180th day before
the date on which coverage term nates for
t hat enpl oyer.

(c) A nultiple enployer welfare
arrangenent that el ects under Subsection (a)
of this article to refuse to renew all health
benefit plans in this state may not wite a
heal th benefit plan in this state before the
fifth anniversary of the date on which notice
is delivered to the conmm ssioner under
Subsection (a) of this article.

(d) A nultiple enployer welfare
arrangenent may elect to discontinue a plan
only if the multiple enployer welfare
arrangemnent:

(1) provides notice to each
enpl oyer of the discontinuation before the
90t h day preceding the date of the
di sconti nuati on of the plan;

(2) offers to each enployer the
option to purchase another plan offered by
the multiple enpl oyer wel fare arrangenent;
and

(3) acts uniformy wthout regard
to the clainms experience of the enployer or
any health status related factor of
partici pating enpl oyees or dependents or new
enpl oyees or dependents who rmay becone
eligible for the coverage.



Revi sed Law

Sec. 846.208. NOTICE TO COVERED PERSONS. (a) A multiple
enpl oyer wel fare arrangenent that cancels or refuses to renew
coverage under a health benefit plan under Section 846.206 or
Section 846. 207 shall notify the enployer of the cancellation of
or refusal to renew coverage not |ater than the 30th day before
the date term nation of coverage is effective. The enployer is
responsi ble for notifying participating enpl oyees of the
cancel | ation of or refusal to renew coverage.

(b) The notice provided under this section is in addition
to any other notice required by Section 846.206 or Section
846.207. (V.T.1.C. Art. 3.95-4.5.)

Source Law

Art. 3.95-4.5. (a) Not later than the
30th day before the date on which term nation
of coverage is effective, a multiple enployer
wel fare arrangenent that cancels or refuses
to renew coverage under a health benefit plan
under Article 3.95-4.3 or 3.95-4.4 of this
code shall notify the enployer of the
cancel lation or refusal to renew. It is the
responsi bility of the enployer to notify
partici pating enpl oyees of the cancellation
or refusal to renew the coverage.

(b) The notice provided under this
article is in addition to any other notice
required by Article 3.95-4.3 or 3.95-4.4 of
t hi s code.

Revi sed Law
Sec. 846.209. WRITTEN STATEMENT OF DENI AL, CANCELLATION, OR
REFUSAL TO RENEW Denial by a multiple enployer welfare
arrangenment of an application for coverage from an enpl oyer or
cancel | ation of or refusal to renew nust:
(1) be in witing; and
(2) state the reason or reasons for the denial,
cancel |l ation, or refusal to renew. (V.T.I.C Art. 3.95-4.9.)
Source Law

Art. 3.95-4.9. Denial by a multiple
enpl oyer wel fare arrangenent of an
application for coverage from an enpl oyer or
cancel lation or refusal to renew nmust be in
witing and nust state the reason or reasons
for the denial, cancellation, or refusal.

[ Sections 846.210-846. 250 reserved for expansi on]



SUBCHAPTER F.  PARTI Cl PATI ON | N COVERAGE
Revi sed Law
Sec. 846.251. PARTICI PATION CRITERI A. Participation
criteria may not be based on health status related factors.
(V.T.1.C. Art. 3.95-1, Subdiv. (10) (part); Art. 3.95-4.1,
Subsec. (a) (part).)

Source Law

[Art. 3.95-1]

(10) . . . Such criteria or rules
may not be based on health status rel ated
factors.

[Art. 3.95-4.1]

(a) . . . The participation criteria
may not be based on health status rel ated
factors.

Revi sed Law
Sec. 846.252. COVERAGE REQUI REMENTS. (a) A multiple
enpl oyer wel fare arrangenent:
(1) may refuse to provide coverage to an enployer in
accordance with the arrangenent’'s underwiting standards and
criteria;

(2) shall accept or reject the entire group of
i ndi vi dual s who neet the participation criteria and who choose
cover age; and

(3) may exclude only those enpl oyees or dependents who
have declined coverage.

(b) On issuance of coverage to an enployer, each nmultiple
enpl oyer wel fare arrangenent shall provide coverage to the
enpl oyees who neet the participation criteria without regard to
an individual's health status related factors. (V.T.1.C
Art. 3.95-4.1, Subsecs. (a) (part), (b) (part).)
Source Law

Art. 3.95-4.1. (a) A nultiple enployer
wel fare arrangenent may refuse to provide
coverage to an enployer in accordance with
the multiple enployer welfare arrangenent's
underwiting standards and criteria.

However, on issuance of coverage to an

enpl oyer, each multiple enployer welfare
arrangenent shall provide coverage to the
enpl oyees who neet the participation criteria
establ i shed by the ternms of the plan docunent
wi thout regard to an individual's health



status related factors. :

(b) The nultiple enployer welfare
arrangenment shall accept or reject the entire
group of individuals who neet the
participation criteria and who choose
coverage and may exclude only those enpl oyees
or dependents who have decli ned
cover age.

Revi sed Law
Sec. 846.253. PROH BI TI ON ON EXCLUSI ON OF ELI G BLE EMPLOYEE
OR DEPENDENT. A nultiple enployer welfare arrangenment nmay not
excl ude an enpl oyee who neets the participation criteria or an
el i gi bl e dependent, including a | ate-participating enpl oyee or
dependent, who woul d ot herwi se be covered. (V.T.I.C
Art. 3.95-4.1, Subsec. (I).)
Source Law

(1) Anmultiple enpl oyer welfare
arrangenment may not exclude an enpl oyee who
nmeets the participation criteria or an
el i gi bl e dependent, including a
| at e-partici pati ng enpl oyee, who would
ot herwi se be covered.

Revi sed Law
Sec. 846.254. WRITTEN NOTI CE TO EMPLOYEES COVERED. A
mul ti pl e enpl oyer wel fare arrangenent, in connection with an
enpl oyee wel fare benefit plan, shall provide to each
participating enpl oyee covered by the plan a witten notice at
the tine the enpl oyee's coverage becones effective that states
t hat :

(1) individuals covered by the plan are only partially
i nsured; and

(2) if the plan or the arrangenent does not ultimately
pay nedi cal expenses that are eligible for paynment under the plan
for any reason, the participating enployer or its participating
enpl oyee covered by the plan may be |iable for those expenses.
(V.T.1.C. Art. 3.95-12.)

Source Law

Art. 395-12. A nultiple enployer welfare
arrangenment, in connection with an enpl oyee
wel fare benefit plan, shall provide to each
partici pating enpl oyee covered by the plan
the followwng witten notice at the tine his
or her coverage becones effective:

(1) that individuals covered by



the plan are only partially insured; and

(2) that in the event the plan or
the nmultiple enployer wel fare arrangenent
does not ultimately pay nedi cal expenses that
are eligible for paynment under the plan for
any reason, the participating enployer or its
partici pating enpl oyee covered by the plan
may be |iable for those expenses.

Revi sed Law

Sec. 846.255. DECLINING COVERACE. (a) A multiple enployer
wel fare arrangenent shall obtain a witten waiver from each
enpl oyee who neets the participation criteria and declines
coverage under a health plan offered to an enployer. The waiver
must ensure that the enpl oyee was not induced or pressured to
decl i ne coverage because of the enployee's health status rel ated
factors.

(b) A nultiple enployer welfare arrangenent may not provide
coverage to an enployer or the enployees of an enployer if the
arrangenment or an agent for the arrangenent knows that the
enpl oyer has induced or pressured an enpl oyee who neets the
participation criteria or a dependent of the enployee to decline
coverage because of that individual's health status rel ated
factors. (V.T.1.C. Art. 3.95-4.1, Subsecs. (c), (d).)

Source Law

(c) The nultiple enployer welfare
arrangenent shall obtain a witten waiver for
each enpl oyee who neets the participation
criteria and who declines coverage under a
heal th plan offered to an enployer. The
wai ver nmust ensure that the enpl oyee was not
i nduced or pressured into declining coverage
because of the enployee's health status
rel ated factors.

(d) A nultiple enployer welfare
arrangement nay not provi de coverage to an
enpl oyer or the enployees of an enployer if
the multiple enployer wel fare arrangenent or
an agent for the nmultiple enployer welfare
arrangenent knows that the enployer has
i nduced or pressured an enpl oyee who neets
the participation criteria or a dependent of
t he enpl oyee to decline coverage because of
that individual's health status rel ated
factors.



Revi sed Law
Sec. 846.256. M N MJUM CONTRI BUTI ON OR PARTI CI PATI ON
REQUI REMENTS. (a) A multiple enployer welfare arrangenent nmay
require an enployer to nmeet mninmumcontribution or participation
requirenents as a condition of issuance and renewal of coverage
in accordance with the terns of the arrangenent's plan docunent.
(b) The m nimumcontribution and participation requirenents
nmust be stated in the plan docunent and nust be applied uniformy
to each enployer offered or issued coverage by the nmultiple
enpl oyer welfare arrangenent in this state. (V.T.1.C
Art. 3.95-4.1, Subsec. (e).)
Source Law

(e) A nultiple enployer welfare
arrangenment may require an enployer to neet
m ni mum contribution or participation
requirenents as a condition of issuance and
renewal in accordance with the terns of the
mul ti pl e enpl oyer wel fare arrangenent’'s plan
docunent. Those requirenents shall be stated
in the plan docunent and shall be applied
uniformy to each enployer offered or issued
coverage by the nultiple enployer welfare
arrangenment in this state.

Revi sed Law

Sec. 846.257. ENROLLMENT; WAITING PERIOD. (a) The initial
enrol | ment period for enployees neeting the participation
criteria nmust be at |east 31 days, with a 31-day annual open
enrol I ment period. The enrollnment period nust consist of an
entire cal endar nonth, beginning on the first day of the nonth
and ending on the last day of the nonth. |If the nonth is
February, the period nust |ast through March 2.

(b) A nultiple enployer welfare arrangenent may establish a
wai ting peri od.

(c) A new enployee who neets the participation criteria may
not be denied coverage if the application for coverage is
received by the nultiple enpl oyer wel fare arrangenent not |ater
than the 31st day after the later of:

(1) the date on which the enpl oynment begins; or
(2) the date on which the waiting period established
under Subsection (b) expires.

(d) If dependent coverage is offered to participating
enpl oyees under the terns of a nmultiple enployer welfare
arrangenent's plan docunent:

(1) the initial enrollnment period for the dependents
must be at |east 31 days, with a 31-day annual open enrol |l nent
period; and




(2) a dependent of a new enpl oyee neeting the
participation criteria established by the arrangenent may not be
deni ed coverage if the application for coverage is received by
the arrangenent not l|later than the 31st day after the later of:

(A) the date on which the enpl oynent begins;
(B) the date on which the waiting period
est abl i shed under Subsection (b) expires; or
(© the date on which the dependent becones
eligible for enroll nment.

(e) A late-participating enployee or dependent may be
excluded from coverage until the next annual open enroll nment
period and may be subject to a one-year preexisting condition
provi sion as descri bed by Section 846.202. The period during
whi ch a preexisting condition provision applies may not exceed 18
nonths after the date of the initial application. (V.T.I.C
Art. 3.95-4.1, Subsecs. (f), (g9), (h), (i), (j), (k).)

Source Law

(f) The initial enrollnment period for
enpl oyees neeting the participation criteria
must be at |east 31 days, with a 31-day
annual open enrol |l nment period. Such
enrol I ment period shall consist of an entire
cal endar nonth, beginning on the first day of
the nonth and ending on the | ast day of the
month. |If the nonth is February, the period
shal | last through March 2.

(g) |If dependent coverage is offered to
participati ng enpl oyees under the terns of a
mul ti pl e enpl oyer wel fare arrangenent's plan
docunent, the initial enrollment period for
t he dependents nust be at |east 31 days, with
a 31-day annual open enroll nent period.

(h) Amultiple enployer welfare
arrangenment nmay establish a waiting period
during which a new enpl oyee is not eligible
for coverage in accordance with the terns of
t he pl an docunent.

(i) A new enpl oyee who neets the
participation criteria may not be denied
coverage if the application for coverage is
received by the nultiple enployer welfare
arrangenment not |ater than the 31st day after
the | ater of:

(1) the date on which the
enpl oynment begins; or

(2) the date on which the waiting
peri od established under this article



expires.

(j) |If dependent coverage is offered
under the ternms of a nultiple enployer
wel fare arrangenment's plan docunent, a
dependent of a new enpl oyee neeting the
participation criteria established by the
mul ti pl e enpl oyer wel fare arrangenment may not
be deni ed coverage if the application for
coverage is received by the nmultiple enployer
wel fare arrangenent not |ater than the 31st
day after the l|ater of:

(1) the date on which the
enpl oynent begi ns;

(2) the date on which the waiting
period established under this article
expires; or

(3) the date on which the
dependent becones eligible for enroll nent.

(k) A late-participating enployee may
be excluded from coverage until the next
annual open enroll ment period and nay be
subject to a 12-nonth preexisting condition
provi sion as described by Article 3.95-4.8 of
this code. The period during which a
preexi sting condition provision applies my
not exceed 18 nonths fromthe date of the
initial application.

Revi sor's Note
Subsection (h), V.T.1.C Article
3.95-4.1, provides that a multiple enployer
wel fare arrangenent may establish a waiting
period "during which a new enpl oyee is not
eligible for coverage in accordance with the
terms of the plan docunent.” The revised |aw
omts the quoted | anguage as unnecessary
because Subdivision (12), V.T.1.C Article
3.95-1, revised as Section 846.001(9),
defines "waiting period" as a "period
established by a multiple enployer welfare
arrangenment that nust pass before an
i ndi vidual who is a potential participating
enpl oyee in a health benefit plan is eligible
to be covered for benefits.”
Revi sed Law
Sec. 846.258. COVERAGE FOR NEWBORN CHI LDREN. (a) A
mul ti ple enpl oyer wel fare arrangenent's plan docunent may not
l[imt or exclude initial coverage of a newborn child of a




partici pating enpl oyee.

(b) Coverage of a newborn child of a participating enpl oyee
under this section ends on the 32nd day after the date of the
child' s birth unless:

(1) dependent children are eligible for coverage under
the nultiple enpl oyer wel fare arrangenent's plan docunent; and
(2) not later than the 31st day after the date of
birth, the arrangenent receives:
(A) notice of the birth; and
(B) any required additional premum (V.T.l1.C
Art. 3.95-4.2, Subsec. (a).)
Source Law

Art. 3.95-4.2. (a) A nultiple enployer
wel fare arrangenent's plan docunent may not
[imt or exclude initial coverage of a
newborn child of a participating enpl oyee.
Any coverage of a newborn child of a
partici pating enpl oyee under this subsection
term nates on the 32nd day after the date of
the birth of the child unless:

(1) dependent children are eligible
for coverage under the nmultiple enployer
wel fare arrangenent's plan docunent; and

(2) notification of the birth and
any required additional premumare received
by the nultiple enployer welfare arrangenent
not later than the 31st day after the date of
birth.

Revi sed Law

Sec. 846.259. COVERAGE FOR ADOPTED CHI LDREN. (a) This
section applies only if dependent children are eligible for
coverage under the ternms of a multiple enployer welfare
arrangenent's plan docunent.

(b) A nultiple enployer welfare arrangenent plan docunent
may not limt or exclude initial coverage of an adopted child of
a participating enployee. A child is considered to be the child
of a participating enployee if the participating enployee is a
party to a suit in which the enpl oyee seeks to adopt the child.

(c) An adopted child of a participating enployee may be
enrolled, at the enpl oyee's option, not later than the 31lst day
after:

(1) the date the enployee becones a party to a suit in
whi ch the enpl oyee seeks to adopt the child; or
(2) the date the adoption becomes final.
(d) Coverage of an adopted child of a participating
enpl oyee under this section ends unless the nultiple enployer



wel fare arrangenent receives notice of the adoption and any
required additional premuns not later than the 31st day after:

(1) the date the participating enpl oyee becones a
party to a suit in which the enpl oyee seeks to adopt the child;
or

(2) the date the adoption becones final. (V.T.I.C
Art. 3.95-4.2, Subsecs. (b), (c), (d).)

Source Law

(b) If dependent children are eligible
for coverage under the terns of a nmultiple
enpl oyer welfare arrangenent’'s plan docunent,
t he plan docunent may not limt or exclude
initial coverage of an adopted child of a
participating enployee. A child is
considered to be the child of a participating
enpl oyee if the participating enployee is a
party in a suit in which the adoption of the
child by the participating enployee is
sought .

(c) |If dependent children are eligible
for coverage under the terns of a multiple
enpl oyer welfare arrangenent’'s plan docunent,
an adopted child of a participating enployee
may be enrolled, at the option of the
partici pating enployee, within either:

(1) 31 days after the
participating enployee is a party in a suit
for adoption; or

(2) 31 days of the date the
adoption is final.

(d) Coverage of an adopted child of an
enpl oyee under this article term nates unl ess
notification of the adoption and any required
additional premiuns are received by the
mul ti pl e enpl oyer wel fare arrangenment not
| ater than either

(1) the 31st day after the
partici pating enpl oyee becones a party in a
suit in which the adoption of the child by
the participating enployee is sought; or

(2) the 31st day after the date of
t he adopti on.

[ Sections 846. 260-846. 300 reserved for expansi on]



SUBCHAPTER G MARKETI NG
Revi sed Law
Sec. 846.301. MARKETI NG REQUI REMENTS. On request, each
enpl oyer purchasing a health benefit plan shall be given a
summary of the plans for which the enployer is eligible.
(V.T.1.C Art. 3.95-4.7, Subsec. (a).)
Source Law

Art. 3.95-4.7. (a) On request, each
enpl oyer purchasing health benefit plans
shall be given a sunmary of the plans for
whi ch the enployer is eligible.

Revi sed Law
Sec. 846.302. ADDI TI ONAL REPORTI NG REQUI REMENTS. The

departnment may require periodic reports by nultiple enployer
wel fare arrangenents and agents regarding the health benefit
pl ans i ssued by the arrangenents. The reporting requirenents
must conply with federal |aw and regulations. (V.T.I.C
Art. 3.95-4.7, Subsec. (b).)

Source Law

(b) The departnment nmay require periodic
reports by multiple enployer welfare
arrangenments and agents regarding the health
benefit plans issued by the nultiple enployer
wel fare arrangenents. The reporting
requi renents shall conply with federal |aw
and regul ati ons.

Revi sed Law

Sec. 846.303. APPLICABILITY TO TH RD- PARTY ADM NI STRATOR
If a nmultiple enployer welfare arrangenent enters into an
agreenent with a third-party admnistrator to provide
adm ni strative, marketing, or other services related to offering
health benefit plans to enployers in this state, the third-party
adm nistrator is subject to this chapter. (V.T.1.C
Art. 3.95-4.10.)

Source Law

Art. 3.95-4.10. If a multiple enployer
wel fare arrangenment enters into an agreement
with a third-party adm nistrator to provide
adm ni strative, marketing, or other services
related to the offering of health benefit
plans to enployers in this state, the
third-party admnistrator is subject to this
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Sec. 861.703. COLLECTION OF PENALTY 623
CHAPTER 861. CGENERAL CASUALTY COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 861.001. DEFINITIONS. In this chapter:

(1) "Ceneral casualty conpany” nmeans an accident or
casual ty i nsurance conpany organi zed or engaging in the business
of insurance under this chapter

(2) "lIncorporators"” neans those persons who associate
by witten articles of incorporation to organize a general
casualty conpany. (V.T.1.C. Arts. 8.02 (part), 8.05 (part), 8.06
(part); New. )

Source Law

Art. 8.02. Such persons shall associate
t hensel ves together by witten articles of
i ncorporation for the purpose of formng an
acci dent or casualty insurance

conpany,

Art. 8.05. Only conpani es organi zed and
doi ng busi ness under the provisions of this
Chapt er :
Art. 8.06. A corporation organized or
doi ng busi ness under the provisions of this
| aw .

Revi sor's Note

The definitions of "general casualty
conpany" and "incorporators" are derived from
V.T.1.C. Articles 8.02, 8.05, and 8. 06.
Portions of those articles have been revised
as definitions for drafting conveni ence and
to elimnate frequent, unnecessary repetition
of the substance of the definitions.

Revi sor's Note

(End of Subchapter)

V.T.1.C. Article 8.05 provides that only
conpani es organi zed and doi ng busi ness under
the provisions of this chapter are subject to
the provisions of V.T.I.C. Chapter 8, revised
as this chapter. The revised law omts this
provi sion as unnecessary. The revised
chapter is drafted in such a manner that the
chapter applies only to a general casualty
conpany, which is defined by Section 861.001
as a conpany "organi zed or engaging in the



busi ness of insurance under this chapter.”
An additional statenent relating to the
applicability of the chapter is unnecessary.
The omtted | aw reads:

Art. 8.05. [Only conpanies organized
and doi ng busi ness under the provisions of
this Chapter] shall be subject toits
provi si ons.

[ Sections 861. 002-861. 050 reserved for expansion]

SUBCHAPTER B. FORVMATI ON AND STRUCTURE OF GENERAL CASUALTY
COVPANY
Revi sed Law
Sec. 861.051. FORMATI ON OF COVPANY AUTHORI ZED. Three or
nore persons, a majority of whomare residents of this state, may
forma general casualty conpany in accordance with this chapter
to wite insurance described by Subchapter E. (V.T.1.C. Art. 8.01

(part).)

Source Law

Art. 8.01. Any three or nore persons, a
majority of whomare residents of this State,
may associate in accordance with the
provi sions of this chapter and form an
i ncor porated conmpany for any one or nore of
the foll ow ng purposes:

Revi sed Law
Sec. 861.052. ARTICLES OF | NCORPORATI ON; FI LI NG AND
RECORDI NG REQUI REMENT. (a) The articles of incorporation for a
general casualty conpany nust specify:
(1) the general purpose of the conpany; and
(2) the proposed duration of the conpany.
(b) The incorporators shall file with the departnent:
(1) articles of incorporation for the general casualty

conpany;
(2) a charter fee in the anount determ ned under
Article 4.07; and
(3) an affidavit, nmade by two or nore of the
incorporators, that all of the general casualty conpany's stock
is subscribed in good faith and fully paid for.

(c) On receipt of a filing under Subsection (b), the
departnment shall record the articles of incorporation in records
mai nt ai ned for that purpose.

(d) On receipt of a fee in the anobunt determ ned under
Article 4.07, the departnent shall provide the incorporators with
a certified copy of the articles of incorporation.



(e) On receipt of a certified copy of the articles of
i ncorporation, the general casualty conpany is a body politic and
corporate, and the incorporators may conpl ete organi zati on of the
conpany in accordance with Section 861.055. (V.T.1.C. Arts. 8.02
(part), 8.03 (part).)
Source Law

Art. 8.02. [Such persons shall associate
t hensel ves together by witten articles of
i ncorporation for the purpose of form ng an
accident or casualty insurance conpany, ]
which articles shall specify the general
obj ect of the conpany, and the proposed
duration of the sane.

Art. 8.03. Wien such articles of
incorporation are filed wth the Board of
| nsurance Comm ssioners, together with an
affidavit made by two or nore of its
i ncorporators, that all the stock has been
subscribed in good faith and fully paid for,
together with a charter fee of Twenty-five
($25.00) Dollars, the Board shall record the
same in a book kept for that purpose, and
upon recei pt of a fee of One ($1.00) Doll ar
it shall furnish a certified copy of the sane
to the corporators, upon which they shall be
a body politic and corporate, and may proceed
to conplete the organi zation of the

conpany,

Revisor's Note

(1) V.T.1.C Article 8.03 refers to the
"Board of Insurance Comm ssioners." Under
Chapter 499, Acts of the 55th Legislature,
Regul ar Session, 1957, adm nistration of the
i nsurance laws of this state was reorgani zed
and the powers and duties of the Board of
| nsurance Comm ssioners were transferred to
the State Board of Insurance. Chapter 685,
Acts of the 73rd Legi sl ature, Regul ar
Session, 1993, abolished the State Board of
| nsurance and transferred its functions to
t he comm ssioner of insurance and the Texas
Departnent of Insurance. Chapter 31 of this
code defines "conm ssioner"” and "departnent”
for purposes of this code and the ot her
insurance laws of this state to nean the
conmi ssi oner of insurance and the Texas




Departnment of Insurance, respectively.
Throughout this chapter, references to the
Board of Insurance Conm ssioners or the State
Board of Insurance have been changed
appropriately.
(2) V.T.I.C Article 8.03 refers to a
“charter fee of Twenty-five ($25.00) Dollars"
and a "fee of One ($1.00) Dollar" for a
certified copy of a general casualty
conpany's articles of incorporation. Those
speci fic dollar anmpbunts were inpliedly
repeal ed by the anmendnent of V.T.1.C. Article
4.07 by Chapter 249, Acts of the 70th
Legi sl ature, Regul ar Session, 1987. Article
4.07 is a conprehensive fee provision that
aut hori zes the Texas Departnent of |nsurance
to set the ampbunts of certain fees, including
the types of fees referred to in Article
8.03. Chapter 249 expanded the applicability
of Article 4.07 to expressly apply to al
stock insurance conpanies, including a
general casualty conpany. Accordingly, the
revised | aw substitutes for the dollar
anounts specified by Article 8.03 a general
reference to the anounts determ ned under
V.T.1.C. Article 4.07.
Revi sed Law
Sec. 861.053. PRELI M NARY COFFI CERS AND DI RECTORS. The
i ncorporators shall choose from anong thensel ves a president, a
secretary, a treasurer, and at |least three directors who continue
in office until:
(1) the first anniversary of the date the articles of
incorporation are filed; and
(2) their successors are chosen and qualify. (V.T.I.C
Art. 8.04 (part).)

Source Law

Art. 8.04. The subscribers to said
articles of incorporation shall choose from
their nunber a president, a secretary, a
treasurer and such nunber of directors not
| ess than three who shall continue in office
for the period of one year fromthe date of
filing articles of incorporation, and until
their successors shall be duly chosen and
qgual i fi ed.



Revi sed Law
Sec. 861.054. SUBSCRI PTI ON OF STOCK. The incorporators
shal | :

(1) open books for the subscription of stock in the
general casualty conpany at the tines and pl aces the
i ncor porators consi der conveni ent and proper; and
(2) keep the books open until the full anmount
specified in the articles of incorporation is subscribed.
(V.T.1.C. Art. 8.04 (part).)
Source Law

Art. 8.04. . . . They shall open books
for the subscriptions of stock in the conpany
at such tines and places as they shall deem
conveni ent and proper, and shall keep them
open until the full amount specified in the
certificate is subscribed.

Revi sor's Note
V.T.1.C. Article 8.04 refers to the
anmount of stock specified in the
"certificate." The revised |aw substitutes
"articles of incorporation” for "certificate"
for clarity and consistency with other
provisions in this code.
Revi sed Law
Sec. 861.055. ORGANI ZATI ONAL MEETI NG (a) After receiving
a certified copy of the articles of incorporation under Section
861. 052, a general casualty conpany shall pronptly call a neeting
of the conpany's sharehol ders.
(b) At the neeting the sharehol ders shall
(1) adopt bylaws to govern the conpany; and
(2) elect a board of directors conposed of
shar ehol ders of the conpany. (V.T.1.C. Art. 8.03 (part).)
Source Law

Art. 8.03. . . . [upon which they shal
be a body politic and corporate, and may
proceed to conplete the organi zation of the
conpany,] for which purpose they shal
forthwith call a neeting of the stockhol ders
who shal |l adopt by-laws for the governnent of
t he conpany and el ect a board of directors
conposed of stockhol ders,

[ Sections 861. 056-861. 100 reserved for expansi on]



SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 861.101. CERTIFI CATE OF AUTHORI TY REQUI RED. A gener al
casual ty conmpany may not engage in the business of insurance in
this state without a certificate of authority issued under this
chapter. (V.T.1.C. Art. 8.16 (part).)
Source Law

Art. 8.16. Any such conpany organi zed or
doi ng business under this code w thout a
certificate as provided for in this chapter
[shal | forfeit One Hundred ($100.00) Dol l ars
for every day it continues to wite new
business in this State wi thout such
certificate.]

Revi sed Law
Sec. 861.102. | SSUANCE OF CERTI FI CATE OF AUTHORITY. (a)
The departnent shall issue a certificate of authority to a
general casualty conpany authorizing the conpany to engage in the
busi ness of insurance under this chapter if:
(1) the conpany neets the requirenents of this
chapter; and
(2) the conm ssioner has granted a charter to the
conpany in the manner provided by Sections 822. 051, 822.052,
822. 053, 822.054, 822.057, 822.058, 822.059, 822.060, and
822. 210.
(b) A certificate of authority is evidence of a general
casual ty conmpany's authorization to engage in the business of
i nsurance under this chapter and of the conpany's sol vency and
credits. (V.T.1.C. Arts. 8.05 (part), 8.20.)
Source Law

Art. 8.05. . . . Upon the granting of
the charter to said corporation in the node
and manner provided in Article 2.01 and
Article 2.02 of this Code, and [upon the
deposit of the sum of $50, 000. 00 of
securities of the kind described in Article
2.10 of this Code or in cash with the

conptroller,] the Board shall issue to said
conpany a certificate authorizing it to do
busi ness.

Art. 8.20. The Board upon due proof by a
conpany organi zed under the provisions of



this law, of its possessing the
qualifications required, shall issue a
certificate setting forth that it has
qualified and is authorized for the ensuing
year to do business under the |aw, which
certificate or a copy thereof shall be

evi dence of such qualifications and of such
conpany's authority to transact business
authorized by this chapter, and of its

sol vency and credits.

Revi sor's Note

V.T.1.C. Article 8.20 refers to a
certificate of authority that authorizes a
general casualty conpany to do business "for
t he ensuing year." The revised law omts the
guot ed | anguage as repealed. Section 1
Chapter 194, Acts of the 56th Legislature,
Regul ar Session, 1959, anmended Section 1,
V.T.1.C. Article 1.14, to require the State
Board of Insurance to issue a certificate of
authority to transact insurance business to
any insurer that fully conplies with
applicable law. Under Article 1.14, revised
in relevant part as Section 801.053, a

certificate of authority is valid until it is
suspended or revoked. Section 2, Chapter

194, repealed "[a]ll laws and parts of |aws
in conflict herewith . . . , including
[Article] 8.20 . . . to the extent that they
require periodic renewal of certificates of
authority."

[ Sections 861. 103-861. 150 reserved for expansi on]
SUBCHAPTER D. POWERS AND DUTI ES OF
CENERAL CASUALTY COVPANY
Revi sed Law
Sec. 861.151. AUTHORITY OF BOARD OF DI RECTORS. Subject to

the byl aws of the conpany as adopted or anended by the
sharehol ders or directors, the board of directors of a general
casual ty conpany has full control and managenment of the conpany.
(V.T.1.C. Art. 8.03 (part).)

Source Law

Art. 8.03. . . . which board shall have
full control and managenent of the affairs of
the corporation, subject to the by-Ilaws
t hereof as adopted or amended fromtine to
time by the stockholders or directors, and to



the laws of this State.

Revi sor's Note
V.T.1.C. Article 8.03 provides that the
board of directors of a general casualty
conpany has full control and managenent of
t he conpany, subject to "the laws of this
State.” The revised |law omts the quoted
| anguage as unnecessary because the
provi sions of state |aw require conpliance
Wi thout an express statenent to that effect.
Revi sed Law
Sec. 861.152. GENERAL PONERS OF COMPANY. A general casualty
conpany nay:
(1) sue or be sued in the nane of the conpany;
(2) make or enforce contracts in relation to the
busi ness of the conpany;
(3) have and use a common seal
(4) inits own nane, or through a trustee chosen by
the board of directors, acquire, purchase, hold, and dispose of
real and personal property to further the purposes of the
conpany; and
(5) through its board of directors, trustees, or
managers, adopt and anmend byl aws that include provisions
establishing the qualifications, duties, and ternms of office of
and the manner of electing directors, trustees, or managers and
officers of the conpany. (V.T.1.C. Art. 8.06.)
Source Law

Art. 8.06. A corporation organized or
doi ng busi ness under the provisions of this
| aw shal |, by the nane adopted by such
corporation, in |aw, be capable of suing or
bei ng sued, and may make or enforce contracts
inrelation to the business of such
corporation; may have and use a conmon seal,
and in the nanme of the corporation or by a
trustee chosen by the board of directors,
shall, in law, be capable of taking,
pur chasi ng, hol ding and di sposing of real and
personal property for carrying into effect
t he purposes of their organization; and may
by their board of directors, trustees, or
managers, make by-laws and anmendnents thereto
not inconsistent with the [aws or the
Constitution of this State or of the United
States, which by-laws shall define the manner
of electing directors, trustees or managers



and officers of such corporation, together
with the qualifications and duties of the
same and fixing the termof office.

Revisor's Note
V.T.1.C. Article 8.06 authorizes a
general casualty conpany to make byl aws and
amendnents "not inconsistent with the | aws or
the Constitution of this State or of the
United States.”" The revised |law omits the
guot ed | anguage as unnecessary because the
provi sions of the |laws and constitutions of
this state and the United States require
conpliance wi thout an express statenent to
that effect.
Revi sed Law
Sec. 861.153. AUTHORI ZED SHARES. (a) A general casualty
conpany may increase or decrease its capital stock after
(1) the intent to increase the stock is ratified by a
two-thirds vote of the sharehol ders or the intent to decrease the
stock is ratified by a mgjority vote of the sharehol ders; and
(2) notice of the intent to increase or decrease the
stock is published in a newspaper of general circulation for five
consecutive days.
(b) An increase in capital stock nmust be equal to an anopunt
of at |east $50,000. (V.T.1.C Arts. 8.13; 8.23.)
Source Law

Art. 8.13. Any such conpany nay i ncrease
its capital stock at any tine after the
intention to so increase the capital stock
shall have been ratified by a two-thirds vote
of the stockholders, and after notice of the
purpose to so increase the capital stock has
been given by publication in sone newspaper
of general circulation for five consecutive
days. No increase of capital stock in |ess
amount than Fifty Thousand ($50, 000. 00)

Dol ars i s hereby authori zed.

Art. 8.23. Any such conmpany may
decrease its capital stock at any tinme after
the intention to so decrease the capital
stock shall have been ratified by a mgjority
vote of the stockhol ders, and after notice of
such purpose has been published in sone
newspaper of general circulation for a period
of five consecutive days.



Revi sed Law
Sec. 861.154. DI VIDENDS. Except as authorized by Article
21.31, the directors of a general casualty conpany may not issue
dividends. (V.T.1.C. Art. 8.14.)
Source Law

Art. 8.14. The directors of any such
conpany shall not nmake any dividends except
in compliance with Article 21.31 of this
Code.

Revi sed Law
Sec. 861.155. | NTERFERENCE W TH CONDUCT OF BUSI NESS

PROHI Bl TED, EXCEPTI ONS. A person, including the departnent and
t he conm ssioner, may not restrain or interfere with the conduct
of business of a general casualty conpany, except in:

(1) a revocation of the conpany's certificate of
authority and appoi ntnent of a receiver under Section 861.701;

(2) an action by a judgnment creditor; or

(3) a proceeding supplenmentary to execution. (V.T.1.C
Art. 8.11 (part).)

Source Law

Art. 8.11. . . . [Board shall revoke
its certificate of authority . . . and shal
refer the facts to the Attorney Ceneral, who
shall proceed to ask the proper court to
appoint a receiver] . . . . In no other way
can the Board or any other person restrain or
interfere with the prosecution of business of
any conpany doi ng busi ness under the
provi sions of this chapter, except in actions
by judgnent creditor or in proceedings
suppl enentary to execution

[ Sections 861. 156-861. 200 reserved for expansi on]

SUBCHAPTER E. | NSURANCE COVERAGE PROVI DED BY
GENERAL CASUALTY COVPANI ES
Revi sed Law
Sec. 861.201. KINDS OF | NSURANCE AUTHORI ZED. (a) A genera
casual ty conpany may:
(1) insure a person against:
(A) bodily injury, disability, or death that
results froman accident; or
(B) disability that results from di sease;
(2) insure against |oss or damage that results from an
accident or injury sustained by an enpl oyee or other person, for




whi ch accident or injury the insured is |iable;

(3) insure against |oss or damage that results from an
accident to or injury sustained by a person, for which | oss the
insured is liable, other than enployers liability insurance under
Subdi vision (2);

(4) insure against |oss or damage by burglary, theft,
or housebr eaki ng;

(5) insure glass against breakage;

(6) insure a steamboiler, elevator, electrical
device, or engine and any machinery or appliance used or operated
in connection with a steamboiler, elevator, electrical device,
or engine;

(7) insure against |oss or damage frominjury to a
person or property that results accidentally froman item
descri bed by Subdi vision (6);

(8) insure against |oss or damage by water to goods or
prem ses that arises fromthe breakage or | eakage of a sprinkler
or water pipe;

(9) insure against loss that:

(A) results fromaccidental danmage to an
aut onobi |l e; or
(B) is caused accidentally by an autonobile;

(10) insure a person, association, or corporation
agai nst | oss or damage that results fromgiving or extending
credit;

(11) insure against loss that results fromthe
nonpaynent of the principal of or interest on a bond, nortgage,
or other evidence of indebtedness;

(12) wite marine insurance, which may include
i nsurance agai nst the hazards and perils incident to war; or

(13) insure against any other casualty or insurance
risk, other than fire or life insurance, specified in the
conpany's articles of incorporation that:

(A) may be lawfully nmade the subject of
i nsurance; and

(B) is not otherw se provided for by this
chapter.

(b) A general casualty conmpany may engage in one or nore of
the activities specified by Subsection (a). (V.T.1.C. Arts. 8.01
(part); 8.05 (part).)
Source Law

Art. 8.01. [Any three or nore persons, a
majority of whomare residents of this State,
may associate in accordance with the
provi sions of this chapter and form an
i ncor porated conmpany for any one or nore of
the follow ng purposes:]



1. To insure any person agai nst
bodily injury, disablement or death resulting
from acci dent and agai nst di sabl enent
resulting from di sease.

2. To insure against |oss or
damage resulting fromaccident to or injury
sust ai ned by an enpl oyee or other person for
whi ch accident or injury the assured is
l'iable.

3. To insure against |oss or
damage by burglary, theft or housebreaking.

4. To insure glass against
br eakage.

5. To insure against loss from
injury to person or property which results
accidentally fromsteam boilers, elevators,
el ectrical devices, engines and all machinery
and appliances used in connection therewith
or operated thereby; and to insure boilers,
el evators, electrical devices, engines,
machi nery and appli ances.

6. To insure against |oss or
damage by water to any goods or prem ses
arising fromthe breakage or | eakage of
sprinkl ers and water pipes.

7. To insure against |oss
resulting from acci dental danmage to
aut onobi | es or caused accidentally by
aut onobi | es.

8. To insure against |oss or
damages resulting fromaccident to or injury
suffered by any person for which | oss and
damage the insured is liable; excepting
enpl oyers liability insurance as authorized
under Subdivision 2 of this article.

9. To insure persons, associations
or corporations against |oss or danage by
reason of giving or extending of credit.

10. To insure against |oss or
damage on account of circunstances upon, or
defects in the title to, real estate, and
agai nst | oss by reason of the nonpaynent of
the principal or interest of bonds, nortgages
or other evidences of indebtedness.

11. To wite marine insurance in
whi ch may be included the hazards and perils
incident to war.

12. To insure agai nst any ot her



casualty or insurance risk specified in the
articles of incorporation which may be

| awful Iy nade the subject of insurance, and
the formation of a corporation for issuing

agai nst which is not otherw se provided for
by this article, excepting fire and life

i nsur ance.

Art. 8.05. . . . Such a conpany shal
be authorized to transact all and every kind
of insurance specified in the first Article
of this chapter

[ Sections 861.202-861. 250 reserved for expansi on]

SUBCHAPTER F. REGULATI ON OF GENERAL CASUALTY COVPANY
Revi sed Law

Sec. 861.251. M N MUM CAPI TAL AND SURPLUS. (a) A genera
casual ty conmpany nust have at |east the m nimum capital and
surplus applicable to casualty, fidelity, guaranty, surety, and
trust conpani es under Sections 822.054, 822.210, and 822.211. At
the tinme of incorporation, the required capital and surplus mnust
be in cash

(b) After incorporation and issuance of a certificate of

authority, a general casualty conpany shall invest the m ninmm
capital and surplus as provided by Section 822.204. The conpany
shall invest all other funds of the conmpany in excess of the

m ni mum capi tal and surplus as provided by Article 2.10 and
Section 862. 002.

(c) A general casualty conmpany may not |oan any part of the
conpany's capital or paid in surplus to an officer of the
company. (V.T.1.C. Art. 8.05 (part).)

Source Law

Art. 8.05. . . . Such conpanies shal
have not |ess than the m nimum capital and
the m ni mum surplus applicable to casualty,
fidelity, guaranty, surety and trust
conpanies as set out in Article 2.02 of this
Code. . . . At the tinme of incorporation al
of said capital and surplus shall be in cash
The capital and m ni mum surpl us required of
said conpany as provided in Article 2.02 of
this Code shall, follow ng incorporation and
t he i ssuance by the Board to said conpany of
a certificate authorizing it to do business,
be invested as provided in Article 2.08 of
this Code. All other funds of said



corporation in excess of its capital and
m ni mum sur plus shall be invested by such
conpany as provided in Article 2.10 and in
Article 6.08 of this Code.

No part of the capital or surplus paid
in shall be loaned to any officer of said

conpany.

Revi sed Law

Sec. 861.252. SECURITY DEPCSIT. (a) ©On granting of the
charter to a general casualty conpany, the conpany shall deposit
with the conptroller $50,000 in:

(1) cash; or
(2) securities of the kind described by Article 2.10.

(b) If, as a prerequisite to engaging in the business of
i nsurance in another state, country, or province, a general
casualty conmpany is required to deposit with the appropriate
officer of that state, country, or province, or with the
conptroller, securities or cash in excess of the deposit nade
under Subsection (a), the conpany may deposit with the
conptroll er any authorized securities or cash sufficient to neet
the requirement. The conptroller shall receive and hold the
deposit exclusively for the protection of policyholders of the
conpany.

(c) A general casualty conmpany may wi thdraw a deposit nade
under Subsection (b) if the conpany files with the departnent
sati sfactory evidence, as determ ned by the conmm ssioner, that
t he conpany:

(1) has withdrawn from business in the other state,
country, or province; and

(2) has no unsecured liabilities outstanding in the
ot her state, country, or province.

(d) A general casualty conmpany may change the conpany's
securities on deposit with the conptroller by w thdraw ng those
securities and substituting an equal amount of other securities
aut hori zed by Subsection (a). (V.T.1.C. Arts. 8.05 (part), 8.12.)

Source Law

Art. 8.05. . . . [Upon the granting of
the charter to said corporation in the node
and manner provided in Article 2.01 and
Article 2.02 of this Code,] and upon the
deposit of the sum of $50, 000. 00 of
securities of the kind described in Article
2.10 of this Code or in cash with the
conptroller, [the Board shall issue to said
conpany a certificate authorizing it to do



busi ness. ]

In the event any such conpany shall be
required by the | aw of any other State,
country or province as a requirenent prior to
doi ng an insurance business therein to
deposit with the duly appointed officer of
such other State, country or province, or
with the conptroller, any securities or cash
in excess of the said deposit of $50, 000. 00
her ei nbef ore nmenti oned, such conpany, at its
di scretion, may deposit with the conptroller
securities of the character authorized by
l aw, or cash sufficient to enable it to neet
such requirenments. The conptroller is hereby
aut hori zed and directed to receive such
deposit and to hold it exclusively for the
protection of policyholders of the conpany.
Any deposit so nade to neet the requirenents
of any other State, country or province shal
not be wi thdrawn by the conpany except upon
filing wth the Board evi dence satisfactory
to it that the conpany has w thdrawn from
busi ness, and has no unsecured liabilities
outstanding in any such other State, country
or province by which such additional deposit
was required, and upon the filing of such
evi dence the conpany may w t hdraw such
addi tional deposit at any tine.

Art. 8.12. Such conpani es shall have
the right at any tine to change their
securities on deposit with the conptroller by
substituting for those withdrawn a |ike
anount in other securities of the character
provided for in this |aw.

Revi sed Law

Sec. 861.253. |INTEREST ON SECURI TY DEPCSITS. (a) A general
casualty conmpany with securities on deposit under this chapter is
entitled to collect the interest on the deposits as the interest
becones due. The comptroller shall deliver to the conmpany the
coupons or other evidence of interest pertaining to the deposits.

(b) The conptroller shall collect a general casualty
conpany's interest described by Subsection (a) as the interest
becones due and hold that interest as additional security if:

(1) the conpany fails to deposit additional security

as required by the conm ssioner; or




(2) proceedings are pending to wind up or enjoin the
conpany. (V.T.1.C Art. 8.15.)
Source Law

Art. 8.15. The conptroller shall permt
conpani es having securities on deposit with
hi m under the provisions of this lawto
collect the interest as the sane may becone
due, and shall deliver to such conpanies,
respectively, the coupons or other evidences
of interest pertaining to such deposits.

Upon failure of any conpany to deposit
additional security as called for by the
Board, or pending any proceedings to close up
or enjoin it, the conptroller shall collect
the interest as it beconmes due and hold the
same as additional security in his hands

bel ongi ng to such conpany.

Revi sed Law
Sec. 861.254. ANNUAL STATEMENT; FILING FEE. (a) The
president, vice president, and secretary of a general casualty
conpany, or a majority of the directors or trustees of the
conpany, shall, not later than the 60th day after January 1 of
each year, deliver to the departnent a verified statenment of the
condition of the conpany as of Decenber 31 of the preceding year.
(b) The statenent nust i nclude:
(1) the nane and | ocation of the conpany;
(2) the nanes of the company's officers;
(3) the amount of the conpany's capital stock;
(4) the amount of the conpany's capital stock paid in;
(5) the assets of the conpany;
(6) the liabilities of the conpany;
(7) the income of the conpany during the year;
(8) the expenditures of the conpany during the year;
(9) the amount paid by the conpany in fees during the

year ;

(10) the anpbunt paid by the conpany for |osses during
t he year; and

(11) the total amount of insurance issued by the
conpany and in force.

(c) A general casualty conmpany's assets under Subsection

(b)(5) consist of:

(1) the value of real property owned by the conpany;

(2) the amount of cash on hand,

(3) the amount of cash deposited with a bank or trust
conpany;

(4) the names, anounts, and par and narket val ues of



United States bonds and all other bonds;

(5) the amount of |oans secured by first nortgage on
real estate;

(6) the amount of all other bonds and | oans and how
secured, with rate of interest;

(7) the amount of notes given for unpaid stock and how
secur ed;

(8) the amount of interest due and unpaid;

(9) if the total value of the equi pnent exceeds
$2, 000, the value of all electronic nmachines that conprise a data
processi ng systemand of all other office equipnent, furniture,
machi nes, and | abor-saving devi ces purchased for and used in
connection wth the business of an insurance conpany to the
extent that the total actual cash market value of those assets is
| ess than five percent of the other admtted assets of the
conpany; and

(10) all other credits or assets.

(d) A general casualty conpany's liabilities under

Subsection (b)(6) consist of:
(1) the amount of | osses due and unpai d;
(2) the amount of clains for |osses unadjusted; and
(3) the amount of clains for |osses resisted.

(e) A general casualty conmpany's incone under Subsection

(b)(7) consists of:

(1) the amount of fees received;

(2) the amount of interest received fromall sources;
and

(3) the amount of receipts fromall other sources.

(f) A general casualty conmpany's expenditures under

Subsection (b)(8) consist of:

(1) the anmount paid for |osses;

(2) the amount of dividends paid to sharehol ders;

(3) the amount of comm ssions and salaries paid to
agents;

(4) the amount paid to officers for salaries;

(5) the amount paid for taxes; and

(6) the amount of all other paynments or expenditures.

(g) The conm ssioner nmay anend the form of the annual
statenment and require additional information as consi dered
necessary to determ ne the standing of a general casualty
conpany.

(h) Except as provided by Article 4.07, the departnent
shall charge a fee of $20 for filing the annual statenent
required by this section. The conptroller shall collect the fee.
(V.T.1.C Arts. 8.07 (part), 8.08, 8.21.)

Source Law

Art. 8.07. The president, vice president



and secretary or a majority of directors or

trustees of any such conpany shall annually,
on the first day of January or within sixty

(60) days thereafter, prepare and deposit in
the office of the Board a verified statenent
of the condition of such conpany on the 31st
day of Decenber of the preceding year,

showi ng:

1. Name and where | ocated, (a)
names of officers, (b) the anmount of capital
stock, (c) the amount of capital stock paid
in.

2. Assets, (a) the value of rea
estate owned by said conpany, (b) the anount
of cash on hand, (c) the anount of cash
deposited in bank or trust conmpany, (d) the
amount of bonds of the United States, and al
ot her bonds, giving names and anounts with
par and market val ues of each kind, (e) the
amount of | oans secured by first nortgage on
real estate, (f) the amount of all other
bonds, | oans and how secured, with rate of
interest, (g) the anount of notes given for
unpai d stock and how secured, (h) the anount
of interest due and unpaid, (i) the val ue of
all electronic machines, constituting a data
processi ng system or systens, and all other
of fice equi pnent, furniture, machi nes and
| abor - savi ng devices heretofore or hereafter
pur chased for and used in connection with the
busi ness of an insurance conpany to the
extent that the total actual cash market
val ue of all of such systens, equipnent,
furniture, machi nes and devices constitute
| ess than five per cent (5% of the otherw se
adm tted assets of such conpany; and provided
further, that the total value of all such
property of a conpany nust exceed Two
Thousand Dol I ars ($2,000), to qualify
hereunder, (j) all other credits or
assets.

3. Liabilities, (a) the anmount of
| osses due and unpaid, (b) the anmount of
clainms for |osses unadjusted, (c) the anount
of clains for |osses resisted.

4. Incone during the year, (a)

t he ambunt of fees received during the year,
(b) the anpbunt of interest received from al



sources, (c) the anmount of receipts from al
ot her sources.

5. Expenditures during the year,
(a) the amount paid for |osses, (b) the
anount of dividends paid to stockhol ders, (c)
t he ambunt of comm ssions and sal aries paid
to agents, (d) the anmount paid to officers
for salaries, (e) the anmobunt paid for taxes,
(f) the anmpbunt of all other payments or
expendi t ures.

6. M scellaneous, (a) the anount
paid in fees during the year, (b) the anount
paid for |osses during the year, (c) the
whol e amount of insurance issued and in force
on the 31st day of Decenber of the previous
year .

Art. 8.08. The Board is authorized to
amend the formof statement and to exact such
additional information as it may think
necessary in order that a full exhibit of the
standi ng of such conpani es nmay be shown.

Art. 8.21. The department shall charge
for filing the annual statenent required by
this chapter, a fee of Twenty ($20.00)
Dol l ars. The conptroller shall collect the
f ee.

Revi sor's Note

(1) Paragraph 6, V.T.1.C. Article 8.07,
refers to insurance issued and in force "on
the 31st day of Decenber of the previous
year." The revised law omts the quoted
| anguage as unnecessary because the
i ntroductory | anguage to Article 8.07
provi des that the annual statenent required
by that article nust contain information
regarding the condition of the conpany "on
t he 31st day of Decenber of the preceding
year."

(2) V.T.I.C Article 8.21 refers to a
"fee of Twenty ($20.00) Dollars" for filing
an annual statenent of a general casualty
conpany. As explained in Revisor's Note (2)
to Section 861.052, V.T.1.C. Article 4.07
applies to a general casualty conpany. Under
Article 4.07, a general casualty conpany that
wites certain classes of insurance is




required to pay an annual statenent filing
fee in an anmount that could exceed the anmount
specified by Article 8.21. Therefore, the
revi sed | aw adds | anguage clarifying that the
filing fee ambunt specified by Article 8.21
is subject to any different anount authorized
by Article 4.07.
Revi sed Law
Sec. 861.255. RULES REGARDI NG CERTAI N ASSETS. (a) The
val ue of the electronic nmachines and systens, office equipnent,
furniture, other machines, and | abor-saving devices specified in
Section 861.254(c)(9), as determ ned under this section and in
accordance with rul es adopted by the comm ssioner, is an admtted
asset of the conpany.
(b) The conmm ssioner may adopt rules defining electronic
machi nes and systens, office equipnent, furniture, other
machi nes, and | abor-saving devices as specified in Section
861. 254(c)(9) and stating the maxi num period for which each cl ass
of equi pnent may be anortized. (V.T.1.C. Art. 8.07 (part).)
Source Law

[Art. 8.07]

2. . . . The Conm ssioner of
| nsurance may adopt regul ati ons defining
el ectroni ¢ machi nes and systens, office
equi pnent, furniture, machi nes and
| abor - savi ng devices as used in (i) above,
and provide for the maxi mum period for which
each such class of equi pnment may be
anortized; the value of all such property as
determ ned hereunder and under the
regul ati ons herein provided for shall be
deened to be an adm tted asset for al
pur poses.

Revi sor's Note

Paragraph 2, V.T.1.C. Article 8.07,
refers to the authority of the conm ssioner
of insurance to adopt "regul ati ons” defining
certain equi pnment. The revised | aw
substitutes "rules" for "regul ati ons”
because, in this context, the terns are
synonynous and because under Section 311. 005,
Governnent Code (Code Construction Act), a
rule is defined to include a regul ation.
That definition applies to the revised | aw




Revi sed Law
Sec. 861.256. FAILURE TO MAKE DEPOSI T OR DELI VER ANNUAL
STATEMENT. (a) |If a general casualty conpany fails to nake a
deposit under Section 861.252 or to deliver an annual statenent
under Section 861.254 in a tinmely manner, the departnent shal
notify the conpany that the conpany may not issue new insurance
until the deposit is made or the statenent is delivered to the
depart nment.
(b) A general casualty conmpany may not issue an insurance
policy in violation of this section. (V.T.1.C. Art. 8.09.)
Source Law

Art. 8.09. Upon the failure of any
conpany to make such deposit or to file the
statenment in tinme, the Board shall notify
such conpany to i ssue no new i nsurance unti
the lawis conplied with, and it shall be
unl awful for any such conpany to thereafter
i ssue any policy of insurance until such
requi renents shall be conplied with

Revi sed Law
Sec. 861.257. EXAM NATI ON OF COVPANY. A general casualty
conpany is subject to Articles 1.15 and 1.16. (V.T.1.C
Art. 8.10.)

Source Law

Art. 8.10. Al of the provisions of
Article 1.15 and Article 1.16 relative to the
exam nation of conpanies shall apply to
conpani es fornmed under this Chapter

Revi sed Law
Sec. 861.258. REAL PROPERTY. (a) A general casualty
conpany i s subject to Section 862.002 and nmay not purchase, hold,
or convey real property except as authorized by that section.
(b) A general casualty conmpany shall sell real property
acquired in conpliance with Subsection (a) not |ater than the
10t h anniversary of the date the real property was acquired.

(c) A general casualty conpany may retain real property
after the date specified by Subsection (b) if the comm ssioner
issues a certificate stating:

(1) that sale of the real property in conpliance with
Subsection (b) would cause the conpany to incur a material |o0ss;
and

(2) a later date by which the real property nust be
sol d.



(d) Subsection (b) does not apply to:

(1) real property occupied by buildings used in whole
or in part by a general casualty conmpany in the transaction of
busi ness;

(2) an interest in mnerals or royalty reserved on the
sale of real property acquired under Sections 862.002(c)(1)-(3);
and

(3) investnent real property acquired under Article
2.10(e)(11). (V.T.1.C. Arts. 8.18, 8.19.)

Source Law

Art. 8.18. Such conpany shall be subject
to the provisions of Article 6.08 of this
Code; and no such conpany shall be permtted
to purchase, hold or convey real estate,
except for the purposes and in the manner set
forth in said Article.

Art. 8.19. Al real estate so acquired,
except as is occupied by buildings used in
whole or in part for the accommpdati on of
such conpanies in the transaction of their
busi ness, interests in mnerals and royalty
reserved upon the sale of |and acquired under
Subdi visions 2, 3, and 4 of Article 6.08 of
this Code, and the other investnent real
estate acquired under Paragraph 8 of Article
2.10 of this Code, shall, except as
herei nafter provided, be sold and di sposed of
within ten (10) years after such conpany
shall have acquired title to the sane. No
such conpany shall have such real estate for
a longer period than that above nentioned,
unl ess the said conpany shall procure a
certificate fromthe Board that the interests
of the conmpany will suffer materially by a
forced sale of such real estate, in which
event the tine for the sale my be extended
to such tine as the Board shall direct in
said certificate.

[ Sections 861. 259-861. 700 reserved for expansi on]

SUBCHAPTER O. DI SCI PLI NARY PROCEDURES AND PENALTY
Revi sed Law
Sec. 861.701. REVOCATION OF CERTIFI CATE. (a) If, as a
result of an exam nation under Section 861.257, the comm ssioner
determ nes that a general casualty conpany has not conplied with
this chapter, the conmm ssioner shall:




(1) revoke the conpany's certificate of authority; and
(2) notify the attorney general of the revocation.

(b) On receipt of notification under Subsection (a)(2), the
attorney general shall request court appointnment of a receiver
for the general casualty conpany. Under the direction of the
court, the receiver shall wnd up the affairs of the conpany.
(V.T.1.C Art. 8.11 (part).)

Source Law

Art. 8.11. If the Board shall at any
time fromthe report of exam nation determ ne
t hat such conpany has not conplied with any
provision of this |law, said Board shal
revoke its certificate of authority to do
business in this State, and shall refer the
facts to the Attorney Ceneral, who shal
proceed to ask the proper court to appoint a
receiver for said conpany, who shall, under
the direction of the court, wind up the
affairs of said conpany.

Revi sed Law
Sec. 861.702. PENALTY. A general casualty conpany that
violates Section 861.101 is subject to a penalty of $100 for each
day the conpany wites new business in this state wi thout the
certificate of authority required by that section. (V.T.I1.C
Art. 8.16 (part).)

Source Law

Art. 8.16. [Any such conpany organi zed
or doi ng business under this code wi thout a
certificate as provided for in this chapter]
shall forfeit One Hundred ($100.00) Dol l ars
for every day it continues to wite new
business in this State w thout such
certificate.

Revi sed Law

Sec. 861.703. COLLECTION OF PENALTY. (a) The attorney
general or a district or county attorney under the direction of
the attorney general may file an action in the nanme of the state
to collect a penalty under this chapter

(b) An action filed under this section nust be filed in
Travis County or in the county in which the general casualty
conpany's principal office is located. (V.T.1.C. Art. 8.17

(part).)




Source Law

Art. 8.17. Suits to recover any penalty
provided for in this chapter shall be
instituted in the nane of the State of Texas,
by the Attorney General or by a district or
county attorney under his direction, either
in the county where the principal office is
situated, or in Travis County, Texas.

Revi sor's Note

V.T.1.C. Article 8.17 provides that a
penalty recovered under V.T.1.C Chapter 8,
revised as this chapter, "shall be paid into
the State Treasury for the use of the school
fund.” The revised law omts the portion of
this provision that dedicates revenue for the
use of the school fund because fornmer Section
403. 094(h), Governnment Code, enacted by
Chapter 4, Acts of the 72nd Legi sl ature, 1st
Cal | ed Session, 1991, abolished all statutory
dedi cations of revenue in existence on August
31, 1995, subject to certain exceptions that
are not applicable. The revised |aw omts the
portion of the provision that requires the
revenue to be paid into the state treasury
because Section 404.094, CGovernnment Code
(State Funds Reform Act), requires all noney
collected or received by a state agency to be
deposited in the treasury. The omtted | aw
reads:

Art. 8.17. . . . Such penalties, when
recovered, shall be paid into the State
Treasury for the use of the school fund.
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Revi sed Law
Sec. 862.001. ANNUAL STATEMENT. (a) Each year the
presi dent or vice president and the secretary of a fire, marine,
or inland marine insurance conpany shall:

(1) prepare under oath a conplete and accurate
statenent of the condition of the conpany as of Decenber 31 of
t he precedi ng year; and

(2) file the statement with the departnent before the
62nd day of the year in which it is prepared.

(b) The annual statenent nust show
(1) the nane and | ocation of the conpany;
(2) the nanes and residences of the conpany's

of ficers;
(3) the amount of the capital stock of the conpany;
(4) the amount of capital stock paid up
(5) the property and assets held by the conpany,
speci fyi ng:
(A) the location, description, and val ue, as near



as may be, of real property owned by the conpany and, if the
conpany i s organi zed under the laws of this state, the annual
statenment nust include an abstract of the title to that real
property;

(B) the amount of cash on hand and on deposit in
banks to the credit of the conpany and the nanmes of those banks;

(© the amount of cash held by agents of the
conpany and the nanes of those agents;

(D) the amount of cash in the course of
t ransm ssi on;

(E) the amount of |oans secured by a first
nortgage on real property, the rate of interest on each |oan, the
| ocati on and val ue of each property, and the nanme of each
nor t gagor ;

(F) the amount of all other bonds and | oans, the
rate of interest on each bond or |oan, and a description of the
security given for each bond or | oan;

(G the amount due the company from judgnents
t hat have been obtai ned and a description of each judgnent;

(H the amount of all stock owned by the conpany,
including a description of the stock, the ampbunt and nunber of
shares, and the par and market val ues of each kind of stock;

(1) the amount of stock held by the conpany as
collateral security for |oans, including the anount | oaned on the
stock and the par and market val ues of the stock;

(J) the amount of interest due and unpaid to the
conpany;

(K) a description and value of all other
securities; and

(L) if the total value of the equi pment exceeds
$2, 000, the value of all electronic nmachines that conprise a data
processi ng system or systens and of all other office equi pnent,
furniture, machines, and | abor-saving devices purchased for and
used in connection with the business of the insurance conpany to
the extent that the total actual cash market value of those
assets is less than five percent of the other admtted assets
shown on the statenent;

(6) the liabilities of the conpany, specifying:

(A) losses adjusted and due;

(B) losses adjusted and not due;

(© | osses unadjusted;

(D) losses in suspense and the cause for
suspensi on;

(E) losses resisted and in litigation;

(F) dividends, in scrip or cash, specifying the
amount of each declared but not due;

(G dividends decl ared and due;

(H the amount required by | aw as reserve on al



unexpi red risks, conputed as required by this code;

(1) the amount due banks or other creditors, the
nanme of each bank or creditor, and the ambunt due each bank or
creditor;

(J) the amount of noney borrowed by the conpany,
t he nane of each | ender, a description of the security given for
each | oan, and the rate of any interest; and

(K)y all other clains against the conpany and a
description of each claim

(7) the income of the conpany during the preceding
year, specifying:

(A) separately the anount received, after
deducting reinsurance, as fire, marine, and inland marine
transportation prem umns;

(B) the amount received as interest; and

(© the amount received fromall other sources;

(8) the expenditures of the conpany during the
precedi ng year, specifying:

(A) the amount of | osses paid, show ng | osses
t hat accrued before and that accrued after the date of the
precedi ng statenent, and the anount at which | osses were
estimated in that statenent;

(B) the amount paid as dividends;

(© the amount paid for return prem uns,
conmi ssi ons, sal aries, expenses, and other charges of officers,
agents, and enpl oyees;

(D) the amount paid for federal, state, and | oca
t axes and duties; and

(E) the amount paid for all other expenses;

(9) the largest anount insured by the conpany in a
single risk, namng that risk

(10) the ampbunt of risks witten during the preceding
year ;

(11) the anmpbunt of risks in force that have | ess than
one year to run

(12) the anmpbunt of risks in force that have nore than
one year but less than three years to run;

(13) the anmount of risks that have nore than three
years to run; and

(14) a statenent of whether dividends are decl ared on
prem uns received for risks not term nated.

(c) The conm ssioner may adopt rules defining electronic
machi nes and systens, office equipnent, furniture, nmachines, and
| abor - savi ng devi ces as specified in Subsection (b)(5)(L) and
stating the maxi mum period for which each class of equi pnent may
be anortized. (V.T.1.C. Arts. 6.11, 6.12 (part).)



Source Law

Art. 6.11. The president or
vi ce-president and secretary of each fire,
mari ne or inland insurance conpany doi ng
business in this State, annually, on the
first day of each year, or within sixty days
thereafter, shall prepare under oath and
deposit with the Board a full, true and
conpl ete statenent of the condition of such
conpany on the last day of the nonth of
Decenber precedi ng.
Art. 6.12. Such annual statenent shal

exhibit the following itens and facts:

1. The nanme of the conpany and
wher e | ocat ed.

2. The nanes and residence of the
of ficers.

3. The amount of the capital stock
of the conpany.

4. The anmount of capital stock
pai d up.

5. The property or assets held by
t he conpany, viz: the real estate owned by
such conpany, its location, description and
val ue as near as may be, and if said conpany
be one organi zed under the laws of this
State, shall acconpany such statement with an
abstract of the title to the sanme; the anount
of cash on hand and deposited in banks to the
credit of the conpany, and in what bank or
banks the sane is deposited; the anount of
cash in the hands of agents, nam ng such
agents; the anmount of cash in course of
transm ssion; the anount of |oans secured by
first nortgages on real estate, with the rate
of interest thereon, specifying the |ocation
of such real estate, its value and the nane
of the nortgagor; the anount of all bonds and
other loans, with the rate of interest
t hereon and how secured; the anmount due the
conpany in which judgnents have been
obt ai ned, describing such judgnents; the
amount of any stock owned by the conpany,
descri bing the sanme and specifying the anmount
and nunber of shares, and the par and market
val ue of each kind of stock; the amount of
stock held by such conpany as collatera



security for loans, wth amunt | oaned on
each kind of stock, its par and market val ue;
the amount of interest actually due to the
conpany and unpaid; all other securities,

t heir description and val ue; the value of al
el ectroni ¢ machi nes, constituting a data
processi ng system or systens, and all other
of fice equi pnment, furniture, machi nes and

| abor - savi ng devices heretofore or hereafter
pur chased for and used in connection with the
busi ness of an insurance conpany to the
extent that the total actual cash market

val ue of all of such systens, equipnent,
furniture, machines and devices constitute

| ess than five per cent (5% of the otherw se
adm tted assets of such conpany; and provided
further, that the total value of all such
property of a conpany nust exceed Two
Thousand Dol I ars ($2,000), to qualify

her eunder. The Conmi ssioner of |nsurance may
adopt regul ati ons defining electronic

machi nes and systens, office equipnent,
furniture, machines and | abor-saving devi ces
as used herein, and provide for the maxi mum
period for which each such class of equi pnent
may be anorti zed;

6. The liabilities of such
conpany, specifying the |osses adjusted and
due; | osses adjusted and not due; | osses
unadj usted; | osses in suspense and the cause
t hereof; | osses resisted and in litigation;
di vidends, either in scrip or cash,
speci fying the amount of each decl ared but
not due; dividends declared and due; the
anount required as the | awful reserve on al
unexpired risks conputed in the manner
provi ded el sewhere in this Code; the anmount
due banks or other creditors, nam ng such
banks or other creditors and the anmobunt due
to each; the amobunt of noney borrowed by the
conpany, of whom borrowed, the rate of
interest thereon and how secured; all other
cl ai rs agai nst the conpany, describing the
sane.

7. The inconme of the conpany
during the preceding year, stating the anount
received for prem uns, specifying separately
fire, marine and inland transportation



prem unms, deducting reinsurance; the anmount
received for interest, and fromall other
sour ces.

8. The expenditures during the
precedi ng year, specifying the anmount of
| osses paid during said term stating how
much of the sane accrued prior, and how nuch
subsequent, to the date of the preceding
statenent, and the anount at which | osses
were estimated in such precedi ng statenent;
t he amount paid for dividends; the anpunt
paid for return prem unms, comm SSions,
sal ari es, expenses, and ot her charges of
of ficers, agents, clerks, and other
enpl oyees; the anmount paid for |ocal, state,
national, internal revenue and other taxes
and duties; the amount paid for all other
expenses, such as fees, printing, stationery,
rents, furniture, etc.

9. The largest amobunt insured in
any one (1) risk, namng the risk.

10. The amount of risks witten
during the preceding year.

11. The anmount of risks in force
havi ng | ess than one (1) year to run.

12. The anmount of risks in force
havi ng nore than one (1) and not over three
(3) years to run

13. The amount of risks having
nore than three (3) years to run

14. \Wether or not dividends are
decl ared on prem uns received for risks not
t er m nat ed.

Revi sor's Note

(1) V.T.I.C Articles 6.11 and 6.12
refer to an "inland insurance conpany” and to
"inland transportation premuns." The revised
| aw substitutes "inland marine insurance
conpany” and "inland marine transportation
prem uns" because "inland marine insurance"
is the phrase nore commonly used in the
i nsurance industry. Simlar changes are nmade
t hr oughout this chapter.

(2) V.T.I.C Article 6.11 refers to
"the Board," neaning the Board of Insurance
Comm ssioners. Under Chapter 499, Acts of
the 55th Legislature, Regular Session, 1957,




adm ni stration of the insurance laws of this
state was reorgani zed and the powers and
duties of the Board of Insurance

Comm ssioners were transferred to the State
Board of Insurance. Chapter 685, Acts of the
73rd Legislature, Regular Session, 1993,
abol i shed the State Board of Insurance and
transferred its functions to the comm ssi oner
of insurance and the Texas Departnent of

| nsurance. Chapter 31 of this code defines
"conmm ssioner” and "departnment" for purposes
of this code and the other insurance |aws of
this state to mean the conm ssi oner of

i nsurance and the Texas Departnent of

| nsurance, respectively. Throughout this
chapter, references to the Board of Insurance
Comm ssioners and the State Board of

| nsurance have been changed appropriately.

(3) V.T.1.C. Article 6.12 refers to
"clerks, and other enployees."” The reference
to "clerks" is omtted fromthe revised | aw
because "clerks" is included in the nmeaning
of "enpl oyees."

(4 V.T.I.C Article 6.12 refers to
"all other expenses, such as fees, printing,

stationery, rents, furniture, etc.” The
phrase "such as fees, printing, stationery,
rents, furniture, etc.” is omtted fromthe

revised |law as included in the nmeaning of
"all other expenses.™
Revi sed Law
Sec. 862.002. PROH BI TI ONS RELATI NG TO HOLDI NG REAL
PROPERTY; EXCEPTIONS. (a) A fire, marine, or inland marine
i nsurance conpany nmay not purchase, hold, or convey rea
property, except as provided by Subsections (b) and (c).
(b) The conpany may erect and maintain buildings anple and
adequate for the transaction of the conpany's business.
(c) Subsection (a) does not apply to:
(1) real property nortgaged to the conpany in good
faith as security for a loan previously contracted or for noney
due;

(2) real property conveyed to the conpany in
satisfaction of a debt previously contracted in the legitinmate
busi ness of the conpany or for noney due;

(3) real property purchased under a judgnent, decree,
or nortgage obtained or made for a debt under Subdivision (2); or

(4) a mneral or royalty interest reserved on the sale
of real property acquired under Subdivision (1), (2), or (3)



before January 1, 1942.

(d) Afire, marine, or inland marine insurance conpany nay
not invest nore than 33-1/3 percent of the conpany's admtted
assets in real property. A fire, marine, or inland marine
i nsurance conpany nmay not invest any of its capital or mninmm
surplus in real property, other than real property described by
Subsection (c).

(e) Section 861.258 applies to real property acquired under
Subsection (c) (1), (2), or (3).

(f) The comm ssioner shall appoint at |east two conpetent
and disinterested residents of this state to appraise real
property described by Subsection (b) when the property is
acqui red or when the conpany applies for amendnent to its
charter. The conpany shall pay to the comm ssioner the
reasonabl e cost of the appraisal. (V.T.I.C. Art. 6.08.)

Source Law

Art. 6.08. No such conmpany shall be
permtted to purchase, hold or convey real
estate, except for the purpose and in the
manner herein set forth:

1. For the erection and
mai nt enance of buil dings at | east anple and
adequate for the transaction of its own
busi ness;

2. Such as shall have been
nortgaged to it in good faith by way of
security of | oans previously contracted or
for noney due;

3. Such as shall have been
conveyed to it in satisfaction of debts
previously contracted in the legitimte
busi ness of the conpany or for noney due;

4. Such as shall have been
purchased at sal es under judgnents, decrees
or nortgages obtained or nmade for such debts;

5. Mneral and royalty interests
reserved upon the sale of |and acquired under
Subdivisions 2, 3, and 4 of this Article 6.08
of this Code before January 1, 1942.

Al real estate acquired under authority
of the above paragraphs of this Article
nunbered 2, 3, and 4, or either of them
shall be subject to the provisions of Article
8.19 of this Code.

No nore than thirty-three and one-third
per cent (33 1/3) of its admtted assets
shal | be invested by such conpany in rea



estate, and none of its capital and m ni mum
surplus may be so invested, except to the
extent that the foregoing limtation shal
not apply to real estate held under authority
of the above paragraphs of this Article
nunbered 2, 3, 4, and 5, or either of them
The val ue of real estate nmentioned in
par agr aph nunmbered 1 above shall be appraised
by two (2) or nore conpetent and
disinterested citizens of Texas appointed by
the Board of I|nsurance Comm ssioners of
Texas, when such real estate is hereafter
acqui red or when amendnent to charter is
applied for, the reasonabl e cost and expense
of such appraisal to be paid by the insurance
conpany to the Board.

Revisor's Note
V.T.1.C. Article 6.08 refers to
"citizens." The revised | aw substitutes
"residents” for "citizens" because, in the
context of this section, "citizens" and
"residents" are synonynous and "residents" is
nore conmonly used.
Revi sed Law
Sec. 862.003. ADM TTED ASSETS. The val ue of the property of
t he conpany shown on the report as determ ned under Section
862. 001 and the rul es adopted by the comm ssi oner adopted under
that section is considered to be an admtted asset of the conpany
for all purposes. (V.T.I.C Art. 6.12 (part).)
Source Law

Art. 6.12.
5. . . . the value of all such
property as determ ned hereunder and under
t he regul ati ons herein provided for shall be
deened to be an adm tted asset for al
pur poses.

[ Sections 862. 004-862. 050 reserved for expansion]

SUBCHAPTER B. | NSURANCE COVERAGE PROVI DED BY FI RE
AND MARI NE | NSURANCE COMPANI ES
Revi sed Law
Sec. 862.051. KINDS OF | NSURANCE AUTHORI ZED. On filing
notice of its intent with the departnent, an insurance conpany
engaged in the business of insurance in this state under an




appropriate certificate of authority may:

(1) insure houses, buildings, and other property
agai nst | oss or damage by fire;

(2) insure goods, nerchandi se, and other property in
t he course of transportation by |land or water, or vessels afl oat,
regardl ess of their |ocation;

(3) insure nmotor vehicles, whether stationary or being
operated under the notor vehicle's own power, against |oss or
damage by fire, lightning, windstorm hail storm tornado,
cycl one, explosion, transportation by land or water, theft, and
col l'i sion;

(4) lend noney on bottonry or respondenti a;

(5) obtain insurance against:

(A) any loss or risk the conmpany has incurred in
t he course of its business; and

(B) any loss or risk on an interest that the
conpany has in property because of a loan it has nade on bottonry
or respondentia; and

(6) take any action proper to pronote an activity
described by this section. (V.T.1.C. Art. 6.03 (part).)

Source Law

Art. 6.03. It shall be lawful for any
i nsurance conpany doi ng business in this
State under the proper certificate of
authority, . . . to insure houses, buildings
and all other kinds of property against |oss
or damage by fire; to take all kinds of
i nsurance on goods, nerchandi se, or other
property in the course of transportation,
whet her on | and or water, or any vessel
afl oat, wherever the sane may be; to |lend
noney on bottonry or respondentia; to cause
itself to be insured against any |l oss or risk
it may have incurred in the course of its
busi ness and upon the interest which it may
have in any property by nmeans of any |oan or
| oans which it may have on bottonry or
respondentia; and generally to do and perform
all other matters and things proper to
pronote these objects; to insure autonobiles
or other notor vehicles, whether stationary
or being operated under their own power,
against all or any of the risks of fire,
i ghtning, wi ndstornms, hail storns,
t or nadoes, cycl ones, expl osions,
transportation by land or water, theft and
collisions, upon filing with the Board



notification of their purpose to do so.

Revi sed Law
Sec. 862.052. PROH BI TI ONS RELATI NG TO LI FE | NSURANCE AND
LI FE | NSURANCE COMPANI ES. (a) An insurance conpany authorized by
its charter to wite fire, marine, lightning, tornado, or inland
marine insurance in this state nmay not wite life insurance.
(b) An insurance conpany authorized to wite life insurance
inthis state may not wite fire, marine, or inland marine
i nsurance or any other insurance described by Section 862. 051.
(c) The comm ssioner shall enforce this section. (V.T.I.C
Art. 1.10, Sec. 15; Art. 6.03 (part).)
Source Law

[Art. 1.10]

15. See That No Conpany Does
Busi ness. The Comm ssioner shall see that no
conpany is permtted to transact the business
of life insurance in this State whose charter
authorizes it to do a fire, marine,
i ghtning, tornado, or inland insurance
busi ness, and that no conpany authorized to
do a life insurance business in this State be
permtted to take fire, marine or inland
risks.

Art. 6.03. [It shall be lawful for any
i nsurance conpany doi ng business in this
State under the proper certificate of
authority,] except a life insurance conpany,
[to]

Revi sed Law

Sec. 862.053. FIRE INSURANCE: TOTAL LOSS OF REAL PROPERTY.
(a) Afire insurance policy, in case of a total loss by fire of
property insured, shall be held and considered to be a |iquidated
demand agai nst the conpany for the full anmount of the policy.
Thi s subsection does not apply to personal property.

(b) An insurance conpany shall incorporate verbatimthe
provi sions of Subsection (a) in each fire insurance policy issued
as coverage on real property in this state.

(c) The conm ssioner shall require conpliance with this
section. (V.T.1.C Art. 6.13.)

Source Law

Art. 6.13. Afire insurance policy, in
case of a total loss by fire of property
i nsured, shall be held and considered to be a



I i qui dated demand agai nst the conpany for the
full anmpount of such policy. The provisions
of this article shall not apply to personal
property.

On and after January 1, 1951, the
provi sions of the preceding paragraph of this
article shall be incorporated verbatimin
each and every fire insurance policy
hereafter issued as coverage on any real
property in this State; and it shall be the
duty of the Board of Insurance Conm ssioners,
by proper order and procedure, to conpel
conpliance with this statute.

Revi sor's Note
V.T.1.C. Article 6.13 refers to fire
i nsurance policies issued on or after
"January 1, 1951." Any fire insurance policy
i ssued before that date would no | onger be in
force. Accordingly, the revised law omts
the reference to the date as execut ed.
Revi sed Law
Sec. 862.054. FIRE | NSURANCE: BREACH BY | NSURED; PERSONAL
PROPERTY COVERAGE. Unl ess the breach or violation contributed to
cause the destruction of the property, a breach or violation by
the insured of a warranty, condition, or provision of a fire
i nsurance policy or contract of insurance on personal property,
or of an application for the policy or contract:
(1) does not render the policy or contract void; and
(2) is not a defense to a suit for loss. (V.T.1.C
Art. 6.14.)

Source Law

Art. 6.14. No breach or violation by the
i nsured of any warranty, condition or
provi sion of any fire insurance policy,
contract of insurance, or applications
t herefor, upon personal property, shal
render void the policy or contract, or
constitute a defense to a suit for |oss
t her eon, unl ess such breach or violation
contributed to bring about the destruction of
t he property.

Revi sed Law
Sec. 862.055. FIRE | NSURANCE: | NTEREST OF MORTGAGEE OR
TRUSTEE. (a) The interest of a nortgagee or trustee under a fire
i nsurance contract covering property located in this state may




not be invalidated by:

(1) an act or neglect of the nortgagor or owner of the
property; or

(2) the occurrence of a condition beyond the
nortgagor's or owner's control

(b) A provision of a contract that conflicts with
Subsection (a) is void. (V.T.1.C Art. 6.15.)
Source Law

Art. 6.15. The interest of a nortgagee
or trustee under any fire insurance contract
hereafter issued covering any property
situated in this State shall not be
invalidated by any act or neglect of the
nort gagor or owner of said described property
or the happening of any condition beyond his
control, and any stipulation in any contract
in conflict herewith shall be null and void.

[ Sections 862. 056-862. 100 reserved for expansi on]

SUBCHAPTER C. REI NSURANCE AND RESERVES
Revi sed Law

Sec. 862.101. FIRE AND ALLIED LI NES OF | NSURANCE
AUTHORI ZED AND REQUI RED REI NSURANCE. (a) |In this section, "fire
and allied lines of insurance"” has the neani ng assi gned by
statute, rules adopted by the conm ssioner, or |awful custom

(b) An insurance or reinsurance conpany that is authorized
to wite or reinsure fire and allied lines of insurance in this
state may reinsure all or any part of a single risk in one or
nore ot her solvent insurers.

(c) An insurance conpany that is incorporated under the
| aws of the United States or a state of the United States and
authorized to wite fire and allied |ines of insurance in this
state may not, unless the excess is reinsured by the conpany in
anot her solvent insurer, expose itself to any |oss or hazard on a
single risk in an anount that exceeds 10 percent of the conpany's
pai d-up capital stock and surpl us.

(d) An insurance conpany that is incorporated under the
aws of a jurisdiction other than the United States or a state of
the United States and authorized to wite fire and allied |lines
of insurance in this state nmay not, unless the excess is
reinsured by the conpany in another solvent insurer, expose
itself to any loss or hazard on a single risk in an anount that
exceeds the sum of:

(1) 10 percent of the conpany's deposit with the
statutory officer in the state through which the conpany is
aut horized to do business in the United States; and




(2) 10 percent of the other policyhol ders' surplus of
the conpany's United States branch.

(e) Subsections (c) and (d) do not apply in connection with
the witing of insurance for cotton in bales or for grain.

(f) Reinsurance that is required or permtted by this
section nust conply with Articles 5.75-1 and 21.72. (V.T.1.C
Art. 6.16.)

Source Law

Art. 6.16

1. No insurance conpany incorporated
under the laws of the United States or of any
State thereof and authorized to do business
inthis State in the witing of fire and
allied Iines of insurance as those terns may
be defined by statue, by ruling of the State
Board of Insurance, hereinafter called the
"Board," or by Ilawful custom shall expose
itself to any loss or hazard on any one (1)
ri sk, except when insuring cotton in bales,
and grain, to an amobunt exceeding ten (10%
per cent of its paid-up capital stock and
surplus, unless the excess shall be reinsured
by such conpany in another solvent insurer.
Simlarly, no insurance conpany incorporated
under a jurisdiction other than that of the
United States or a state thereof and
aut horized to do business in this State in
the witing of said |ines of insurance shal
expose itself to any | oss or hazard on any
one (1) risk, except when insuring cotton in
bal es, and grain, to an anobunt exceeding ten
(10% per cent of the company's deposit with
the statutory officer in the state through
whi ch the conmpany gains adm ssion to the
United States, together with ten (10% per
cent of the other surplus to policyhol ders of
t he conpany's United States Branch, unless
t he excess shall be reinsured by such conpany
i n anot her solvent insurer.

2.  Any insurance or reinsurance company
aut hori zed to transact insurance or
reinsurance within this State as to |ines of
i nsurance defined in Section 1 hereof, may
reinsure the whole or any part of an
i ndi vidual risk in another solvent insurer.

3. Any reinsurance required or
permtted by this article nmust conply with



Article 5.75-1 or Article 5.75-2 of this
code.

Revi sor's Note

(1) Section 1, V.T.I.C Article 6.16,
refers to the "surplus to policyhol ders.™
The term nost commonly used in the insurance
industry to refer to that type of surplus is
"policyhol ders' surplus.” The revised | aw
substitutes "policyhol ders' surplus" for
"surplus to policyhol ders.”

(2) V.T.I.C Article 6.16 states that
certain reinsurance nust conply with V.T.I.C
Article 5.75-1 or 5.75-2. Article 5.75-2 was
repeal ed by Chapter 1082, Acts of the 71st
Legi sl ature, Regul ar Session, 1989. The
revised law is drafted accordingly. For the
conveni ence of the reader, the revised | aw
al so adds a reference to V.T.I.C. Article
21.72, enacted in 1995, which al so governs
the rei nsurance subject to this section.

Revi sed Law

Sec. 862.102. REI NSURANCE OR RESERVES REQUI RED FOR FI RE
| NSURANCE. (a) An insurance conpany witing fire insurance in
this state shall maintain reinsurance or unearned prem um
reserves on its policies in force.

(b) The comm ssioner may require that reserves required by
Subsection (a) equal the unearned portions of the gross prem uns
in force after deducting reinsurance under Section 862.101, as
conput ed on each respective risk fromthe policy's date of issue.

(c) If the comm ssioner does not inpose a requirenent under
Subsection (b), the portions of the gross premiumin force held
as reinsurance or unearned prem umreserves after deducting
rei nsurance under Section 862.101 shall be conputed as foll ows:
Term for Which Policy Was Witten

Reserve for Unearned Prenium

1 year or less

1/ 2

2 years
1st year 3/4
2nd year 1/4

3 years
1st year 5/6
2nd year 1/2
3rd year 1/6

4 years

1st year 7/8
2nd year 5/8



3rd year 3/8
4th year 1/8
5 years
1st year 9/10
2nd year 7/10
3rd year 1/2
4t h year 3/10
5th year 1/10
More than 5 years
pro rata

(d) Notw thstandi ng Subsection (c), an insurance conmpany
may conpute, or the conmm ssioner may require an insurance conpany
to conpute, the reserves on a quarterly, nonthly, or nore
frequent pro rata basis.

(e) An insurance conpany that adopts a nethod for conputing
the reserve may not adopt another nethod wi thout comm ssioner
approval. (V.T.1.C. Art. 6.01.)

Source Law

Art. 6.01. (1) Every conpany doing fire
i nsurance business in this state shal
mai ntain a re-insurance or unearned prem um
reserve on all policies in force.

(2) The Board may require that such
reserves shall be equal to the unearned
portions of the gross premuns in force after
deducting re-insurance in accordance with the
provisions of Article 6.16 of the Texas
| nsurance Code as conputed on each respective
risk fromthe policy's date of issue. |If the
Board does not so require, the portions of
the gross premiumin force, |ess re-insurance
in accordance with the provisions of Article
6. 16 of the Texas Insurance Code, to be held
as a re-insurance or unearned prem um
reserve, shall be conputed according to the
foll owi ng table:

Term for Which Policy Was
Reserve for Unear ned
WittenPrem um

1 year or lessl/2

2 yearslst year 3/4
2nd year 1/4

3 yearslst year 5/6
2nd year 1/2

3rd year 1/6



4 yearslst year 7/8

2nd year 5/8

3rd year 3/8

4t h year 1/8

5 yearslst year 9/10

2nd year 7/10

3rd year 1/2

4t h year 3/10

5th year 1/10

Over 5 yearspro-rata

(3) In lieu of conputation according to the foregoing table, the
Board may require or the insurer at its option may conpute all of
such reserves on a quarterly, nonthly or nore frequent pro-rata
basi s.
(4) After adopting a method for computing such reserve, an
i nsurer shall not change nethods w thout approval of the Board.

Revi sed Law

Sec. 862.103. REINSURANCE OR RESERVES REQUI RED FOR HOVE
WARRANTY | NSURANCE COVPANIES. (a) An insurance conpany witing
home warranty insurance in this state shall maintain reinsurance
or unearned premumreserves on its policies in force.

(b) Reserves required by Subsection (a) shall be conputed
in the sane manner and to the sane extent as is fire insurance
under Section 862.102. (V.T.1.C. Art. 6.01-A)

Source Law

Art. 6.01-A

Sec. 1. Every conpany witing home
warranty insurance in Texas shall maintain
rei nsurance or unearned prem umreserves on
all policies in force.

Sec. 2. The reserves on hone warranty
i nsurance shall be conputed in the sanme
manner and to the sane extent as fire
insurance is reserved in accordance with
Article 6.01 of this Code.

Revi sed Law
Sec. 862.104. RESERVES REQUI RED FOR OCEAN AND | NLAND MARI NE
TRI P 1 NSURANCE COVPANI ES. The total of the prem unms on ocean and
inland marine trip insurance risks not term nated is considered
to be unearned, and the insurance conpany shall maintain a
reserve equal to the total of the prem uns for those policies.
(V.T.1.C. Art. 6.02.)

Source Law

Art. 6.02. The entire anmount of prem uns



on ocean and inland marine trip risks not
term nated shall be deened unearned, and the
insurer shall carry a reserve equal to one
hundred percent of such prem uns.

[ Sections 862. 105-862. 150 reserved for expansi on]

SUBCHAPTER D. | MPAI RVENT OF SURPLUS
Revi sed Law
Sec. 862.151. REDUCTI ON OF CAPI TAL STOCK AND PAR VALUE OF
SHARES. (a) |If the mninmumsurplus of a fire, marine, or inland
marine insurance conpany is inpaired in excess of the anount
permtted under Section 5, Article 1.10, the conm ssioner may
all ow the conpany to anmend its charter as provided by Sections
822. 157 and 822. 158 to reduce the anount of the conpany's capital
stock and the par value of its shares in proportion to the extent
of the permtted anount of inpairnent.
(b) A conpany acting under Subsection (a):
(1) may not reduce the par value of its shares bel ow
t he sum conput ed under Section 822. 055;
(2) may not deduct fromthe assets and property on
hand nore than $125, 000;
(3) shall retain the remai nder of the assets and
property on hand as surplus assets;
(4) may not distribute any of the assets or property
to the sharehol ders; and
(5) may not reduce the capital stock or surplus of the
conpany to an anmount |ess than the m nimum capital and the
m ni mum surplus required by Sections 822.202, 822.210, and
822. 211, subject to Section 5, Article 1.10. (V.T.I.C
Art. 6.04.)

Source Law

Art. 6.04. Wienever the m ni num surpl us
of any fire, fire and marine, or marine
i nsurance conpany of this State becones
inpaired to a greater extent than that
provi ded by Section 5 of Article 1.10, the
Board may, in its discretion, permt the said
conpany by anmendnent to charter as provided
by Article 2.03, to reduce its capital stock
and par value of its shares in proportion to
the extent of permtted inpairnent; provided
that the par value of said shares shall not
be reduced bel ow the sum provi ded by Section
1 of Article 2.07. In fixing such reduced
capital, no sum exceedi ng $125, 000. 00 shal
be deducted fromthe assets and property on



hand, which shall be retained as surplus
assets. No part of such assets and property
shal |l be distributed to the stockhol ders, nor
shall the capital stock of a conmpany or its
surplus in any case be reduced to an anount

| ess than the m ninum capital and the m ni num
surplus provided by Article 2.02 of this

Code, subject to the provisions of Section 5
of Article 1.10 of this Code.

Revi sor's Note
V.T.1.C. Article 6.04 uses the phrase
"fire, fire and marine, or marine insurance
conpany."” The revised | aw substitutes "fire,
marine, or inland marine insurance conpany”
because, in this context, the phrases are
synonynous and "fire, marine, or inland
mari ne insurance conpany” is the phrase used
t hr oughout this chapter.
Revi sed Law
Sec. 862.152. MAKING GOOD ON | MPAI RVENT. (a) This section
applies to a fire, marine, or inland marine insurance conpany
t hat receives notice fromthe comm ssi oner under Section 5,
Article 1.10, to nake good within 60 days:
(1) any inpairnment of the conpany's required capital;

or
(2) the conpany's surplus.

(b) The conpany shall pronmptly call on its sharehol ders for
an anmount necessary to nmake the conpany's capital and surplus
equal to the anount required by Sections 822.054 and 822. 210,
subject to Section 5, Article 1.10.

(c) The sharehol ders of the conpany shall be infornmed of a
call under Subsection (b):

(1) by personal notice; or
(2) by advertisenent for the tinme and in the manner
approved by the comm ssioner. (V.T.1.C. Arts. 6.05, 6.06
(part).)
Source Law

Art. 6.05. Any fire, marine or inland
i nsurance conpany having received notice from
the Board to make good any inpairnment of its
required capital or to make good its surplus
wi thin 60 days as provided by Section 5 of
Article 1.10 shall forthwith call upon its
stockhol ders for such amounts as shall nmake
its capital and its surplus equal to the
anount required by Article 2.02, subject to



t he provisions of said Section 5 of Article
1.10 of this Code.

Art. 6.06. . . . after notice
personal Iy given, or by advertisenent for
such time and in such manner as said Board
shal | approve .

Revi sed Law

Sec. 862.153. FAILURE OF SHAREHOLDER TO PAY. (a) If a
shar ehol der of the insurance conpany who is given notice under
Section 862.152 does not pay the anpbunt called for by the conpany
under that section, the conmpany may:

(1) require the return of the original certificate of
stock held by the sharehol der; and

(2) issue a newcertificate for a nunber of shares
t hat the sharehol der may be entitled to in the proportion that
the value of the funds of the conpany, conputed w thout inclusion
of any noney or other property paid by sharehol ders in response
to the notice under Section 862.152, bears to the total anount of
the original capital and the m ni mum surplus of the conpany
required by Section 822.054 or 822.210, subject to Section 5,
Article 1.10.

(b) The value of any shares for which new certificates are
i ssued under Subsection (a)(2) shall be conputed under the
direction of the comm ssioner. The insurance conpany shall pay
for the fractional parts of shares.

(c) Any interested person may pay all or any part of the
anount of the deficit resulting froma sharehol der default under
Subsection (a). The conpany shall issue to each person who nakes
a paynent a stock certificate that is representative of the
nunber of shares to which the person is entitled. The
certificate nmust be for the nunber of shares in proportion to the
total nunber of forfeited shares that the paynment nade by the
person bears to the deficit that resulted fromthe forfeited
shares. (V.T.1.C. Art. 6.06 (part).)

Source Law

Art. 6.06. If any stockhol der of such
conpany shall neglect or fail to pay the
amount so called for, after notice . . . it
shall be lawful for said conpany to require
the return of the original certificate of
stock held by such stockholder, and in |ieu
thereof to issue a new certificate for such
nunber of shares as such defaul ting
st ockhol der may be entitled to in the
proportion that the ascertained value of the
funds of said conmpany, cal cul ated w thout



i nclusi on of any noney or property paid by
st ockhol ders in response to such call, may be
found to bear to the total of the original
capital and the m ni num surplus of said
conpany as required by Article 2.02; as
qualified by the provisions of Section 5 of
Article 1.10 of this Code, the value of such
shares for which new certificates are issued
shall be ascertained under the direction of
said Board and the conpany shall pay for the
fractional parts of shares.

Any interested person nmay pay part or
all of the anmount of the deficit resulting
fromsuch default and the conpany shall issue
to each such person a stock certificate for
t he nunber of shares to which he is entitled,
such certificate to be for the nunber of
shares in proportion to the whol e nunber of
forfeited shares which the paynent made by
the recipient of the new stock certificate
bears to the deficit which resulted from such
forfeited shares.

Revi sed Law
Sec. 862.154. CREATI ON AND DI SPOSAL OF NEW STOCK. (a) A
fire, marine, or inland marine insurance conpany that conplies
wi th Sections 822.155, 822.157, and 822. 158 nmay:
(1) create new stock
(2) dispose of the new stock according to applicable

 aw; and
(3) issue newcertificates for the new stock

(b) The insurance conpany shall sell any new stock created
under Subsection (a) for an anount sufficient to make up any
i npai rment of the conpany's required mninmum capital and to nmake
up the surplus of the conpany as required by Section 822.054 or
822. 210, subject to Section 5, Article 1.10, but may not inpair
the capital of the conmpany. (V.T.1.C Art. 6.07.)

Source Law

Art. 6.07. It shall be lawful for such
conpany upon conpliance with Article 2.03 of
this Code to create new stock and di spose of
the sane according to law and to i ssue new
certificates therefor. Said new stock shal
be sold for an anobunt sufficient to nmake up
any inpairnents of its required m ni num
capital and to nmake up the surplus of the
conpany as provided in Article 2.02 of this
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Code as qualified by Section 5 of Article
1.10, without inpairment of the capital of
t he conpany.
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CHAPTER 881. STATEW DE MUTUAL ASSESSMENT COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 881.001. DEFINITION. In this chapter, "statew de
mut ual assessnment conpany” neans a corporation engaged in the
st at ewi de business of nutually protecting or insuring nenbers'
lives with noney provided by assessnents on those nenbers.
(V.T.1.C. Art. 13.01 (part); New.)
Source Law

Art. 13.01. Any corporation
carrying on in this State . . . the statew de
busi ness of nmutually protecting or insuring
the lives of its nenbers by assessnents nade
upon its nenbers . . . shall be known as
st atewi de nutual assessnment corporations.

Revi sed Law
Sec. 881.002. LIMTED EXEMPTI ON FROM | NSURANCE LAWS. (a)
Except as provided by this chapter and Chapter 887, the insurance
laws of this state do not apply to a statew de nutual assessnent
conpany.
(b) A law enacted after June 20, 1933, does not apply to
st at ewi de nutual assessnent conpani es unl ess statew de nutua
assessnment conpani es are expressly designated in the | aw
(V.T.1.C. Art. 13.09, Subsec. (a) (part).)
Source Law

(a) . . . Except as expressly provided
in this chapter and in Chapter 14 of this
code, no insurance |law of this State shal
apply to any corporation operating under this
chapter, and no | aw hereafter enacted shal
apply to themunl ess they be expressly
desi gnat ed t herein.

Revi sor's Note

(1) Subsection (a), V.T.I.C Article
13.09, refers to "Chapter 14 of this code.”
The pertinent part of Chapter 14 is revised
as Chapter 887. The revised law is drafted
accordingly.

(2) Subsection (a), V.T.I.C Article
13.09, refers to laws "hereafter enacted."”
Article 13.09 was enacted by Chapter 491,
Acts of the 52nd Legislature, Regular
Session, 1951. Section 2 of that act provided
that "[n]othing contained in this Act shal




be held or construed to effect any
substantive change in the |laws existing prior
to the passage of this Act, . . . ." Article
13.09 was derived fromArticle 4859f, Revised
Statutes, which was enacted by Chapter 245,
CGeneral Laws, Acts of the 43rd Legi sl ature,
Regul ar Session, 1933. That act was approved
June 20, 1933. Accordingly, the revised | aw
substitutes a reference to that effective
date for "hereafter.”

(3) Subsection (b), V.T.I.C Article
13.09, provides that "Articles 1.15 and 1.16
of this code apply to corporations and
associ ations regul ated under this chapter.™
The revised law omits this provision as
duplicative of V.T.1.C. Article 14.16,
revised as Section 887.062, applicable to a
st at ewi de nutual assessnment conpany by virtue
of V.T.1.C. Articles 13.01 and 13. 06, revised
in relevant part as Section 881.003 of this
chapter. The omtted | aw reads:

(b) Articles 1.15 and 1.16 of this code
apply to corporations and associ ati ons
regul ated under this chapter

Revi sed Law
Sec. 881.003. COVPLI ANCE W TH | NSURANCE LAWS. An
i ndi vidual, firm unincorporated association, or corporation my
not engage in business as a statew de nutual assessnent conpany
inthis state unless the entity conplies with this chapter and
Chapter 887. (V.T.1.C. Arts. 13.01 (part); 13.06 (part).)
Source Law

Art. 13.01. [Any corporation
actually carrying on . . . the statew de
busi ness of nutually protecting or insuring
the lives of its nenbers by assessnents made
upon its nenbers] shall conmply with the terns
of this chapter and Chapter 14 of this code,
be subject to the subsequent provisions
hereof and .

Art. 13.06. No person, firm
uni ncor por at ed associ ati on, or corporation
shall carry on in this State the statew de
busi ness of nmutually protecting or insuring
the lives of its nenbers by assessnents nade
upon its nenbers except under the terns of



and by conmplying with the provisions of this
chapter and Chapter 14 of this code.

Revi sor's Note
(1) V.T.1.C. Articles 13.01 and 13.06
refer to "Chapter 14 of this code.” The
pertinent part of Chapter 14 is revised as
Chapter 887. The revised lawis drafted
accordingly.
(2) V.T.1.C Article 13.01 provides
that a statew de nutual assessnent conpany
shall conply with V.T.1.C. Chapter 13,
revised as this chapter, and "be subject to
t he subsequent provisions hereof." The
revised law omts the quoted | anguage as
redundant of the requirenment that a
corporation conply with V.T.1.C. Chapter 13.
Revi sed Law
Sec. 881.004. EXEWMPTI ON FROM CHAPTER. Thi s chapter applies
only to a statew de mutual assessnent conmpany. This chapter does
not apply to a conpany operating as a local nutual aid
associ ation, fraternal benefit society, or reciprocal exchange or
to a foreign assessnent conpany operating under any other law in
this state. (V.T.1.C. Art. 13.09, Subsec. (a) (part).)
Source Law

Art. 13.09. (a) This chapter shall in
no wi se affect or apply to conpanies
operating as |local nutual aids, as fraternal
benefit societies, reciprocal exchanges, or
to foreign assessnent conpani es operating
under any other lawin this State, or any
ot her form of insurance other than those
corporations carrying on in this State the
st at ewi de business of nutually protecting or
insuring the lives of their nenbers by
assessnments nmade upon their nmenbers.

Revisor's Note
Subsection (a), V.T.1.C. Article 13.09,
provi des that the chapter does not "affect or
apply to" certain conmpanies. The revised | aw
omts the reference to "affect" because in
context "affect” is included within the
nmeani ng of "apply to."
Revi sed Law
Sec. 881.005. ORGAN ZATI ON OF NEW COVPANY PRCHI BI TED. A new
st at ewi de nutual assessnent conpany may not be organi zed under




this chapter. (New)
Revisor's Note
Section 881.005 is added to the revised
| aw because it is clear fromV.T.1.C. Article
13.01, revised as Section 881.051, Article
13.02, omtted as obsolete at the end of this
subchapter, and the portion of Article 13.06
that is omtted as executed at the end of
this chapter that no new conpany may be
formed under this chapter
Revi sed Law
Sec. 881.006. ANNUAL STATEMENT. (a) For the filing of each
annual statenent, the departnment shall charge the appropriate
fee. The fee nmust be deposited in the Texas Departnent of
| nsurance operating account.
(b) Article 1.31A applies to the fee. (V.T.I.C
Art. 13.08.)

Source Law

Art. 13.08. For the filing of each
annual statenent, the Board shall charge the
filing fee prescribed by law. The fee shal
be deposited in the State Treasury to the
credit of the State Board of I|nsurance
operating fund, and Article 1.31A of this
code applies to that fee.

Revisor's Note

(1) V.T.I.C Article 13.08 refers to
the "Board," neaning the "Board of I|nsurance
Comm ssioners.” Under Chapter 499, Acts of
the 55th Legislature, Regular Session, 1957,
adm ni stration of the insurance laws of this
state was reorgani zed and the powers and
duties of the Board of Insurance
Comm ssioners were transferred to the State
Board of Insurance. Chapter 685, Acts of the
73rd Legislature, Regular Session, 1993,
abol i shed the State Board of Insurance and
transferred its functions to the comm ssi oner
of insurance and the Texas Departnent of
| nsurance. Chapter 31 of this code defines
"conmm ssioner” and "departnment" for purposes
of this code and the other insurance |aws of
this state to mean the conm ssi oner of
i nsurance and the Texas Departnent of
| nsurance, respectively. Throughout this
chapter, references to the Board of Insurance




Comm ssi oners have been changed
appropriately.

(2) V.T.1.C Article 13.08 requires
filing fees to be deposited in the state
treasury to the credit of the State Board of
| nsurance operating fund. Under the
authority of Chapter 4, Acts of the 72nd
Legi sl ature, 1st Called Session, 1991, the
Texas Departnment of |nsurance operating fund
(the later nanme of the State Board of
| nsurance operating fund) was converted to an
account in the general revenue fund. The
revised law is drafted accordingly.

Revi sor's Note

(End of Subchapter)

V.T.1.C. Article 13.02 in part provides
t hat each "nmutual assessnent |life, health and
acci dent insurance conpany chartered by
authority of Chapter 6, Title 78, Revised
Cvil Statutes of Texas, and |icensed by the
| nsurance Departnent of Texas under said Act
and Section 18a of Senate Bill No. 37, Acts
of the First Called Session of the 41st
Legi sl ature, and which has qualified under
this chapter may transact the business of
life, health and accident insurance under the
provisions of its charter and this chapter."”
The revised law omts Article 13.02 because
under Chapter 197, Acts of the 50th
Legi sl ature, Regul ar Session, 1947, from
which Article 13.02 is derived, each conpany
had to qualify under that article not |ater
than six nonths after the act's effective
date, which was Septenber 4, 1947
Currently, only one conpany is governed by
V.T.1.C. Chapter 13, and that conpany
qualified under V.T.1.C Article 13.01,
revised in pertinent part as Section 881. 051
of this chapter. Thus, since no conpany is
currently governed by Article 13.02 and no
conpany may qualify under that article,
Article 13.02 is obsolete. The omtted |aw
reads:

Art. 13.02. Every nutual assessnent
life, health and accident insurance conpany
chartered by authority of Chapter 6, Title
78, Revised Cvil Statutes of Texas, and



licensed by the Insurance Departnent of Texas
under said Act and Section 18a of Senate Bil
No. 37, Acts of the First Called Session of
the 41st Legislature, and which has qualified
under this chapter may transact the business
of life, health and accident insurance under
the provisions of its charter and this
chapter. Provided, further, that any such
conpany may anmend or extend its charter by
conpliance with the sane requirenents
provided in the general corporation | aws of
Texas.

[ Sections 881. 007-881. 050 reserved for expansion]
SUBCHAPTER B. STRUCTURE AND OPERATI ON OF STATEW DE
MUTUAL ASSESSMENT COWMPANI ES
Revi sed Law
Sec. 881.051. AUTHORITY TO ACT AS STATEW DE MJUTUAL
ASSESSMENT COVPANY. A corporation nmay engage in business as a
st at ewi de nutual assessnent conpany only if the corporation
(1) was incorporated in this state under a | aw that
was anended, repeal ed, or reenacted before June 20, 1933;
(2) was engaged in business as a statew de nut ual
assessnment conpany in this state on Decenber 31, 1932;
(3) does not have capital stock; and
(4) is not for profit. (V.T.1.C. Art. 13.01 (part).)
Source Law

Art. 13.01. Any corporation organized
and incorporated under a preexisting lawin
this State without capital stock and not for
profit, which | aw has been anended or
repeal ed or reenacted, prior to the effective
date of this code and which was operating and
actually carrying onin this State
i medi ately prior to January 1, 1933, the
st at ewi de business of nutually protecting or
insuring the lives of its nenbers by
assessnments nmade upon its nenbers . . . shal
be known as statew de nutual assessnent
cor por ati ons.

Revisor's Note

(1) V.T.1.C Article 13.01 refers to a
corporation organi zed and i ncorporated under
a "preexisting law' in this state, "prior to
the effective date of this code.” The
reference to a "preexisting |law' was added by




Chapter 245, General Laws, Acts of the 43rd
Legi sl ature, Regul ar Session, 1933, which
t ook effect June 20, 1933. Subsequently,
Chapter 491, Acts of the 52nd Legi sl ature,
Regul ar Session, 1951, anended Article 13.01
and added the | anguage "prior to the
effective date of this code.” However
Section 2 of that act provided that
"[n]othing contained in this Act shall be
hel d or construed to effect any substantive
change in the |aws existing prior to the
passage of this Act, . . . ." Thus, the
revised | aw substitutes a reference to "June
20, 1933" for "preexisting |aw' and for
"prior to the effective date of this code.™

(2) V.T.I.C Article 13.01 refers to a
corporation "operating and actually carrying
on" a certain type of business in this state.
The revised law refers instead to a statew de
nmut ual assessnent conpany "engaged in" a
certain type of business because the phrases
are synonynous in context and the latter is
nore consistent with the term nol ogy used in
t hi s code.

Revi sed Law

Sec. 881.052. APPLICABI LITY OF TEXAS NON- PROFI T CORPORATI ON
ACT. (a) Except to the extent of any conflict with this code,
the Texas Non-Profit Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) applies to a statew de nutual
assessnent conpany. The conm ssioner has each power and duty of,
and shall performeach act to be perfornmed by, the secretary of
state under that Act with respect to statew de nutual assessnent
conpani es.

(b) On advance approval of the comm ssioner, a statew de
mut ual assessnment conpany may pay dividends to its nenbers.
(V.AC.S Art. 1396-10.04, Sec. B (part).)

Source Law

[Art. 1396-10. 04]

B. In so far as the sane are not
inconsistent with or contrary to any
appl i cabl e provision of the Insurance Code of
Texas, or any anendnent thereto, the
provi sions of this Act shall apply to and
govern . . . statew de nutual assessnent
corporations, . . . ; provided however, (a)
t hat any such nutual insurance associ ations

may, upon advance approval of the



Comm ssi oner of Insurance, pay dividends to
its menbers, and (b) that wherever in this
Act sone duty, responsibility, power,
authority, or act is vested in, required of,
or to be perfornmed by the Secretary of State,
such is to be vested in, required of, or
performed by the Comm ssioner of Insurance in
so far as such nutual insurance .

associ ations are concer ned.

Revi sor's Note

(1) Section B, V.AC.S. Article
1396- 10. 04, states that the Texas Non-Profit
Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) shall "apply
to and govern" statew de nmutual assessnent
corporations. The revised law omts the
reference to "govern" because, in context,
"govern" is included within the neaning of
"apply to."

(2) Section B, V.ACS Article
1396- 10. 04, refers to the Insurance Code "or
any amendnent thereto." The revised |law omts
the reference to "any anendnent thereto”
because under Section 311.027, Governnent
Code (Code Construction Act), unless
expressly provided otherwi se, a reference to
a statute applies to all reenactnents,
revisions, or anmendments of the statute.

(3) Section B, V.ACS. Article
1396-10.04, refers to a "duty,
responsi bility, power, authority . . ." of
the secretary of state and conmmi ssi oner of
i nsurance. The revised | aw substitutes
"power and duty" for the quoted phrase
because "responsibility" is included within
the nmeaning of "duty"” and "authority" is
i ncluded wi thin the nmeaning of "power."

(4) Section B, V.ACS. Article
1396- 10.04, refers to an act "vested in,
required of, or to be performed by" the
secretary of state and conm ssi oner of
i nsurance. The revised law omts the
references to "vested in" and "required of"
because, in context, these phrases are
i ncluded within the neaning of the phrase "to
be perforned by."




Revi sed Law
Sec. 881.053. SEPARATE GROUPS, CLUBS, OR CLASSES. A
st at ewi de nutual assessnent conpany nmay provide in its by-laws
for the creation of separate groups, clubs, or classes based on
reasonabl e classifications specified in the by-laws. (V.T.I.C.
Art. 13.03 (part).)

Source Law

Art. 13.03. . . . Nothing herein shal
be construed, however, as to prohibit any
corporation hereunder fromproviding by its
by-laws for the creation of separate groups,
cl ubs, or classes, based upon such a
reasonabl e classification as specified in the
by- | aws,

Revi sed Law

Sec. 881.054. M N MUM MEMBERSHI P REQUI RED. A st atew de
nmut ual assessnment conpany may not issue a certificate or policy
unl ess the nenbership of the conpany or the group, class, or club
of the conpany that is liable for assessnents on the certificate
or policy is sufficient in nunber at the assessnment rate charged
t he conpany, group, class, or club to pay 50 percent of the
maxi mum benefit in the certificate or policy. (V.T.l1.C
Art. 13.05 (part).)

Source Law

Art. 13.05. [No corporation operating

under this chapter shall wite] . . . nor any
policy or certificate of insurance unless the
menber ship of said corporation, liable for

assessnments on said policy or certificate or
group or class or club |iable therefor shal
be sufficient in nunber at the assessnent
rate charged said class to pay fifty (50%
per cent of the maxi mum benefit set forth in
said policy or certificate.

Revi sed Law
Sec. 881.055. USE OF COMPANY NAME. A statew de nutua
assessment conpany may not operate an i ndependent branch office
or a separate group, club, or class under a nanme different from
t he nane of the company. (V.T.I.C Art. 13.03 (part).)
Source Law

Art. 13.03. No corporation operating
under this chapter shall be permtted to
operate any i ndependent branch office,



separate group, club, or class, under any
ot her nane than that of said
cor porati on,

Revi sed Law

Sec. 881.056. | SSUANCE OF CERTI FI CATE OR POLI CY TO SEPARATE
GROUPS, CLUBS, OR CLASSES. (a) A certificate or policy issued by
t he conpany to nenbers of a group, club, or class may limt
benefits under the certificate or policy to the assessnents nade,
| evied, and collected fromthe group, club, or class.

(b) The assets or benefits of a group, club, or class may
not be pledged or transferred w thout the consent of at | east
three-fourths of the nenbers of the group, club, or class.
(V.T.1.C. Art. 13.03 (part).)

Source Law

Art. 13.03. . . . and providing in the
policies issued to the nenbers of such
groups, clubs, or classes that the benefits
under said policies shall be limted to the
assessnents nmade, |evied, and collected from
any such particular group, club, or class,
respectively. It is further provided that no
stock or assets or benefits of any such
particul ar group, club or class, shall be
pl edged, sold, or transferred w thout the
consent of three-fourths (3/4) of the nenbers
of such particular group, club, or class.

Revi sor's Note

(1) V.T.I.C Article 13.03 refers to
"policies." The revised | aw substitutes
"certificate or policy" for "policies" in
this section and for "policy" throughout this
chapter to mai ntain consistency throughout
the chapter. It is clear fromother
provi sions of Chapter 13, revised as this
chapter, that the types of docunments issued
by a statew de mutual assessnent conpany may
be called a "certificate" or a "policy."

(2) V.T.I.C Article 13.03 refers to
"stock or assets or benefits" of a group,
club, or class being "pledged, sold, or

transferred.” The revised law omts "stock”
because its nmeaning is included within the
meani ng of "assets.” The revised |aw al so

omts "sold" because its neaning is included
within the nmeaning of "transferred."



Revi sed Law
Sec. 881.057. | NSUFFI Cl ENT MEMBERSHI P:  CONSCLI DATI ON OR
DI SCONTI NUATI ON OF GROUP, CLUB, OR CLASS OR LI QUI DATI ON OF
COMPANY. (a) |If nmenbership of a group, club, or class of a
st at ewi de nutual assessnent conpany is |ess than the nunber
requi red by Section 881.054, the conmpany shall imedi ately
notify:

(1) the nenbers of the group, club, or class; or
(2) if the conpany has only one group, club, or class,
t he menbers of the conpany.

(b) Not later than six nonths after a statew de nutua
assessnent conpany notifies the nenbers of a group, club, or
cl ass under Subsection (a)(1l), the conpany shall:

(1) increase the nenbership of the group, club, or
class to at |least the nunber required by Section 881. 054,

(2) consolidate the group, club, or class wth another
group, club, or class; or

(3) discontinue the group, club, or class.

(c) Not later than six nonths after a statew de nutua
assessnent conpany notifies the nenbers of the conmpany under
Subsection (a)(2), the conpany shall increase the nenbership to
at | east the nunber required by Section 881.054. |If the
menbership is not increased to at |east that nunber, the
conmi ssi oner shall take steps to |liquidate the conmpany under
Subchapter L, Chapter 887. (V.T.1.C. Art. 13.05 (part).)

Source Law

Art. 13.05. . . . In the event the
menbership in any group, class, or club of
said corporation shall fall bel ow such
nunber, then the corporation shal
i medi ately notify the nmenbers of such group
class, or club, and if said nmenbership is not
increased to said number within six (6)
nmont hs thereafter, said group, class, or
club, shall be consolidated with some ot her
group, class, or club, or discontinued. In
the event any corporation hereunder has only
one class, group, or club, then in the event
t he nmenbership of said corporation shall at
any tinme fall below fifty (50% per cent of
the nunber required at the assessnent rate
charged to pay the maxi num benefit provided
by any one of its policies or certificate,
the corporation shall immediately notify the
menbers of the corporation, and unless the
menbership is increased to said nunber within
six (6) nonths thereafter, the Board of



| nsurance Comm ssioners shall take steps
under Article 14.33 of Chapter 14 to bring
about the liquidation of said corporation.

Revi sed Law

Sec. 881.058. AGENT. (a) A person who solicits an
application for a certificate or policy providing insurance on
the life of another is considered to be an agent of the statew de
nmut ual assessnment conpany that issues the certificate or policy
in a controversy between the conpany and the insured or the
i nsured's beneficiary.

(b) An agent described by Subsection (a) nay not waive or
alter the terns of an application, certificate, or policy.
(V.T.1.C. Art. 13.04 (part).)

Source Law

Art. 13.04. . . . any person who shal
solicit an application for insurance upon the
life of another shall in any controversy

bet ween the insured and his beneficiary and
t he conpany issuing any policy upon such
application, be regarded as the agent of the
conpany, and not the agent of the insured,
but such agent shall not have power to waive,
change or alter any of the terns or
conditions of the application or policy.

Revi sor's Note

(1) V.T.1.C Article 13.04 provides
t hat an agent does not have the authority to
"wai ve, change or alter” the terns of an
application or policy. The revised |law omts
the reference to "change" as unnecessary
because the neani ng of "change" is included
within the nmeaning of "alter."

(2) V.T.I.C Article 13.04 refers to
the "terns or conditions” of an application
or policy. The revised law omts the
reference to "conditions" because its meaning
is included within the neaning of "terns."

[ Sections 881. 059-881. 100 reserved for expansion]
SUBCHAPTER C. BENEFI TS PROVI DED BY STATEW DE
MUTUAL ASSESSMENT COWMPANI ES
Revi sed Law
Sec. 881.101. TYPES OF CERTIFI CATES OR POLI Cl ES AUTHORI ZED
(a) A statew de nutual assessnment conpany may i ssue only a
certificate or policy that provides for the continuous paynent of
prem unms or assessnents during the policyholder's life.




(b) A statew de nutual assessnent conpany may not:
(1) issue a certificate or policy on a limted paynent
pl an; or
(2) promse to pay an endowrent or annuity benefit.
(V.T.1.C. Art. 13.04 (part).)
Source Law

Art. 13.04. No corporation hereunder
shall issue any certificate or policy upon a
limted paynent plan, nor guarantee or
prom se to pay any type of endowrent or
annuity benefits, but shall confine its
operation to the issuance of certificates
| ooki ng to continuous paynent of prem unms or
assessnments during the life tinme of the
pol i cyhol der.

Revi sor's Note

(1) V.T.1.C Article 13.04 refers to a
"guarantee or promse to pay." The revised
| aw omts "guarantee" because in context its
meaning i s included within the nmeaning of
"prom se to pay."

(2) V.T.I.C Article 13.04 authorizes a
st at ewi de nutual assessnent conpany to issue
only certain types of "certificates" and
prohi bits conpanies fromissuing a
"certificate or policy" of another type.

Thr oughout this subchapter, the revised | aw

substitutes "certificate or policy" for the

reference to "certificates."

Revi sed Law
Sec. 881.102. MAXI MUM BENEFI T UNDER CERTI FI CATE OR POLI CY

A statew de mutual assessnent conmpany may not issue a certificate
or policy that provides a benefit that exceeds $5,000. (V.T.1.C
Art. 13.05 (part).)

Source Law

Art. 13.05. No corporation operating
under this chapter shall wite any policy or
certificate of insurance calling for a
maxi mum benefit in excess of Five Thousand
($5, 000. 00) Dol I ars,

Revi sed Law
Sec. 881.103. LOCATION OF | SSUANCE OF CERTI FI CATES OR
PCLI CI ES. A statew de nutual assessnent conpany nay issue




certificates or policies only in the hone office of the conpany.
(V.T.1.C. Art. 13.03 (part).)
Source Law

Art. 13.03. . . . [corporation
operating under this chapter] . . . but all
of its policies shall be issued in the hone
of fice of said corporation.

Revi sed Law

Sec. 881.104. CERTIFICATE OR POLI CY AND APPLI CATI ON;
REPRESENTATI ONS | N APPLI CATION. (a) An application for a
certificate or policy may not be used as a defense agai nst a
claimor |oss under the certificate or policy unless a copy of
the application is attached to the certificate or policy.

(b) A msrepresentation in an application for a certificate
or policy may not be used as a defense against a claimor |oss
under the certificate or policy unless it is shown that the
m srepresentation is material to the risk assuned. (V.T.I1.C
Art. 13.04 (part).)

Source Law

Art. 13.04.

Not hing in any application for the
policy shall constitute a defense agai nst any
claimor |oss under the policy unless a copy
of said application is attached to the
policy, and no m srepresentation therein
shall constitute a defense unless sane shal
be shown to be material to the risk assuned,
and .

[ Sections 881. 105-881. 700 reserved for expansi on]
SUBCHAPTER O ENFORCEMENT; CRI M NAL PENALTY
Revi sed Law
Sec. 881.701. GENERAL CRI M NAL PENALTY. (a) A person
commts an offense if:
(1) the person violates this chapter; or
(2) the person:
(A) is a corporation or a responsible officer of
a corporation; and
(B) permts or participates in a violation of
this chapter by a corporation.
(b) An offense under this section is a m sdeneanor
puni shable by a fine not to exceed $500. (V.T.I.C. Art. 13.07

(part).)




Source Law

Art. 13.07. Any person or persons
violating any of the provisions of this
chapter shall be deenmed guilty of a
m sdeneanor and upon conviction shall be
fined in any sumnot nore than Five Hundred
($500.00) Dollars. Any responsible officer
or any corporation permtting or
participating in the violation of this |aw by
any corporation shall be deenmed guilty of a
violation of this chapter and subject to the
penal ti es herein.

Revi sed Law
Sec. 881.702. ENFORCEMENT BY ATTORNEY GENERAL. (a) The
attorney general may enforce the penalty provided under Section
881. 701 and Section 887.705 agai nst a corporation or
uni ncor por at ed associ ati on.
(b) Notw thstandi ng Section 887.209, venue of a prosecution
under this section may be in Travis County. (V.T.1.C. Art. 13.07

(part).)

Source Law

Art. 13.07.

The Attorney General shall be authorized
to enforce in addition to the rights of
forfeiture provided herein the penalty
provided in this article and Article 14.59 of
Chapter 14 agai nst any corporation or
uni ncor por at ed associ ati on whi ch shall be
guilty of the violation of any of the
provi sions of this chapter and Chapter 14.
The venue of any suit or prosecution under
this article may be in Travis County, Texas.

Revi sor's Note

(1) V.T.I.C Article 13.07 refers to
the attorney general's enforcenent powers
under V.T.1.C. Chapter 13, revised as this
chapter, as being "in addition to the rights
of forfeiture provided herein." The revised
law omts the quoted | anguage because it
refers to that part of V.T.I.C. Article 13.06
that is omtted fromthe revised |law for the
reason stated in the revisor's note at the
end of this chapter.




(2) V.T.I.C Article 13.07 refers to a
"suit or prosecution” under that article. The
revised law omts "suit" because that termis
not commonly used to refer to the type of
proceedi ng used to enforce a crimnal
penal ty.

(3) V.T.I.C. Article 13.07 in part
provi des that venue of a prosecution under
that article against a corporation may be in
Travis County, Texas. V.T.lI.C Article 14. 35,
revised as Section 887.209 of this code, is a
general venue provision that applies to an
action brought against a statew de nutual
assessnment conpany and provides that venue
shall be in the county in which the
pol i cyhol der or beneficiary resides or in
whi ch the principal office of the corporation
is located. The revised | aw adds a reference
to Section 887.209 to clarify that the venue
provided by Article 13.07 is in addition to
t he venue provided by Article 14. 35.

Revi sor's Note

(End of Chapter)

V.T.1.C. Article 13.06 in part provides

that the attorney general shall "inmediately
upon the effective date of this code .
t ake necessary action . . . to enforce the

forfeiture of charters” of certain
corporations and that such corporations are
"forever prohibited fromcarrying on any
business in this State." The article also
provides that the charters of certain other
corporations are "expressly continued in
force subject to the provisions of law" The
revised law omts that part of Article 13.06
relating to the forfeiture and continuation
of charters as executed. The omtted |aw
reads:

Art. 13.06. . . . Each and every
charter of every corporation and nutua
relief or benefit association granted by the
State of Texas under the authority of the
Secretary of State of this State, which was
or is exenpt fromthe provisions of the
insurance laws of this State by the terns of
Article 2971a, R S. 1879, (Article 3096,

Revi sed Statutes 1895) and Article 3096w,



Sec.

Sec.
Sec.

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Revi sed Statutes, 1895, which corporations
heretof ore have failed or refused to conply
with the ternms of Chapter 8A Title 78,
Revised Civil Statutes of Texas is hereby
expressly repeal ed and revoked and said
corporations are hereafter forever prohibited
fromcarrying on any business in this State.
It is the expressed intent of this article
and this chapter to revoke, repeal and cancel
the charter of every corporation, dormant, or
ot herw se, exenpt fromthe insurance |aws of
this State by Article 2971a, Revised Statutes
1879, and Article 3096 and 3096w, Revi sed
Statutes of 1895, which failed to conply with
the ternms of Chapter 8A Title 78, Revised
Civil Statutes of Texas. The charters of al
corporations conplying with said Chapter 8A,
Title 78, are expressly continued in force
subject to the provisions of law. It shal

be the duty of the Attorney General of this
State immedi ately upon the effective date of
this code to take necessary action by quo
warranto, application for receiver, or
otherwi se to enforce the forfeiture of
charters as provided herein and to |liquidate
and close the affairs of any corporation
herein referred to which has heretofore
failed to conply with the terns of this
chapter and Chapter 14 of this code.
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CHAPTER 882. MJTUAL LI FE | NSURANCE COVPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 882.001. APPLICABILITY OF TH S CHAPTER AND OTHER LAW
Except to the extent of any conflict with this chapter, a | aw
governi ng a conpany organi zed under Chapter 841 applies to a
mutual |ife insurance conpany organi zed under this chapter
(V.T.1.C Art. 11.19 (part).)
Source Law

Art. 11.19. The provisions of Chapter 3
of this Code, when not in conflict with the
Articles of this Chapter, shall apply to and
govern mutual |ife insurance conpanies
organi zed under the provisions of this
Chapter, [provided, however, that when any
nmutual |ife insurance conpany organi zed under
the provisions of this Chapter has a surplus
equal to or greater than the m ni mum of
capital and surplus required of capital stock
conpani es under the provisions of Article
3.02 of Chapter 3, Insurance Code of the



State of Texas, Revised Cvil Statutes of
Texas of 1925, the follow ng provisions of
Chapter 11 only shall apply to such nutua
conpanies: 11.01, 11.02, 11.03, 11.04, 11.05,
11. 06, 11.07, 11.10, 11.11, 11.12, 11.14,
11.16, 11.17, 11.18, 11.19, 11.20, and
11.21.] On all other matters the provisions
of said Chapter 3 shall apply to and govern
such nmutual life insurance conpanies.

Revi sor's Note

(1) V.T.I.C Article 11.19 refers to
Chapter 3 of the Insurance Code. To
accurately reflect the intent of the
| egislature, the revised |law refers to the
| aw governing a conpany organi zed under
Chapter 841. Chapter 841 revises the
provi sions of Chapter 3 relating to the
organi zati on of donestic life, health, and
acci dent insurance compani es.

(2) V.T.I.C Article 11.19 states that
certain laws shall "apply to and govern”
mutual |ife insurance conpanies. The revised
law omts "govern" as unnecessary because its
meaning is included in the neaning of "apply
to."

(3) V.T.1.C. Article 11.19 lists those
provi sions of Chapter 11 that apply to a
nmutual |ife insurance conpany organi zed under
t he chapter that has a surplus of at |east
the m ni num amount of capital and surplus
required of a capital stock conpany under
V.T.1.C. Article 3.02. Because nost of
Chapter 11 applies to those conpanies, the
revised law instead includes a specific
statenment in each part of the revision that
does not apply to such a conpany. The omtted
| aw reads:

Art. 11.19. . . . provided, however,
that when any mutual |ife insurance conpany
organi zed under the provisions of this
Chapter has a surplus equal to or greater
than the m ni mum of capital and surplus
requi red of capital stock conmpani es under the
provi sions of Article 3.02 of Chapter 3,
| nsurance Code of the State of Texas, Revised
Cvil Statutes of Texas of 1925, the
foll owi ng provisions of Chapter 11 only shal



Sec. 882.002.

apply to such nutual conpanies: 11.01, 11.02,
11.03, 11.04, 11.05, 11.06, 11.07, 11.10,
11.11, 11.12, 11.14, 11.16, 11.17, 11.18,
11.19, 11.20, and 11.21.

Revi sed Law
EXAM NATI ON OF COVPANY. Articles 1.15 and

1.16 apply to a nutual life insurance conpany organi zed under
this chapter. (V.T.1.C Art. 11.07.)

Sec. 882.003.

Source Law

Art. 11.07. Al of the provisions of
Article 1.15 and Article 1.16 relative to the
exam nation of conpanies shall apply to
conpani es fornmed under this Chapter

Revi sed Law
ANNUAL STATEMENT. A nutual life insurance

conpany shall file an annual statenent with the departnent.
(V.T.1.C. Art. 11.06 (part).)

Source Law

Art. 11.06. Such nutual life insurance
conpani es shall file their annual statenents
with the Board of | nsurance Conmni ssioners,
and .

Revisor's Note

V.T.1.C. Article 11.06 refers to the
"Board of Insurance Comm ssioners." Under
Chapter 499, Acts of the 55th Legislature,
Regul ar Session, 1957, admi nistration of the
i nsurance laws of this state was reorgani zed
and the powers and duties of the Board of
| nsurance Comm ssioners were transferred to
the State Board of Insurance. Chapter 685,
Acts of the 73rd Legi sl ature, Regul ar
Session, 1993, abolished the State Board of
| nsurance and transferred its functions to
t he comm ssioner of insurance and the Texas
Departnent of Insurance. Chapter 31 of this
code defines "conm ssioner” and "departnent”
for purposes of this code and the ot her
insurance laws of this state to nean the
conmi ssi oner of insurance and the Texas
Depart ment of |nsurance, respectively.
Thr oughout this chapter, references to the
Board of Insurance Comm ssioners and the




State Board of |nsurance have been changed
appropriately.
[ Sections 882. 004-882. 050 reserved for expansion]
SUBCHAPTER B. FORNMATI ON AND STRUCTURE OF MUTUAL LI FE
| NSURANCE COMPANY
Revi sed Law
Sec. 882.051. AUTHORITY TO FORM COVPANY; PURPCSE. A mnut ual
life insurance conmpany may be formed under this chapter to insure
the lives of individuals on the nutual |evel prem um and | egal
reserve plan. (V.T.1.C. Art. 11.01, Sec. 1 (part).)
Source Law

Sec. 1. . . . may forma nutual life
i nsurance conpany for the purposes of
insuring the lives of individuals on the
nmutual |evel premum |egal reserve plan, and

Revi sed Law
Sec. 882.052. FORMATI ON OF COMPANY; ARTI CLES OF
| NCORPORATION. (a) N ne or nore persons who are residents of
this state may forma nutual |ife insurance conmpany by executing
and acknow edging articles of incorporation for that purpose.
(b) The articles of incorporation of the proposed conpany
must state:
(1) the name and residence of each incorporator;
(2) the name of the conpany;
(3) the location of the conpany's principal office at
whi ch conpany business is to be transacted;
(4) the nunber of directors;
(5) the nanme and residence of each initial director;

and
(6) the amount of the conpany's unencunbered surpl us.
(V.T.1.C. Art. 11.01, Sec. 1 (part).)
Source Law

Art. 11.01

Sec. 1. N ne or nore persons, residents
of this State, [may forma nutual life
i nsurance conpany] . . . by executing and

acknow edging articles of incorporation for
t hat purpose. Such articles of incorporation
shall set forth:

1. The nanme and residence of each
i ncor por at or;

2. The nane of the proposed

conpany,
3. The location of the principal



of fice fromwhich the business of the conpany
is to be transacted;

4. The nunber of directors and the
name and residence of each one [who is to
serve until the first regular election of
di rectors];

5. The amount of its free surplus

Revi sor's Note
Section 1, V.T.1.C. Article 11.01,
refers to a mutual life insurance conpany's
"free surplus.” Throughout this chapter, the
revi sed | aw substitutes "unencunbered
surplus” for "free surplus" because, in
context, the phrases are synonynous and the
phrase "unencunbered surplus" is nore
consi stent with nodern usage.
Revi sed Law
Sec. 882.053. COWANY'S NAME. (a) The name of a nutual
life insurance conmpany nust contain the words "Mutual Life
| nsurance Conpany."
(b) A nutual life insurance conpany's nanme nmay not be so
simlar to the nane of another insurance conpany as to likely
m sl ead the public. (V.T.1.C. Art. 11.01, Sec. 1 (part).)
Source Law

Sec. 1.

2. [The name of the proposed
conpany,] which shall contain the words
"Miutual Life Insurance Conpany" as a part
t hereof; and the nanme sel ected shall not be
so simlar to that of any other insurance
conpany as to be likely to mslead the
publi c;

Revi sed Law
Sec. 882.054. |INTIAL BOARD OF DI RECTORS; TERM An initi al

di rector named as provided in Section 882.052 serves until:

(1) the first annual election of directors;

(2) the initial director's successor qualifies for
of fice; or

(3) the initial director is renoved fromthe board for
i nproper practices. (V.T.1.C Art. 11.01, Sec. 1 (part);
Art. 11.03 (part).)




Source Law

Art. 11.01
Sec. 1. . . .
4. [The . . . directors and the
name . . . of each one] who is to serve unti

the first regular election of directors;

Art. 11.03. . . . The directors who are
to serve until the first annual election
[shall be named in the charter, and] they
shall hold office until their successors
shal |l be elected and qualified, or until they
shall be renoved for inproper
practi ces.

Revi sor's Note
Section 1, V.T.1.C. Article 11.01,
refers to the first "regular” election of
directors. The revised | aw substitutes
"annual " for "regular" to provide for
consi stent use of termnology in this
chapter.
Revi sed Law
Sec. 882.055. UNENCUMBERED SURPLUS REQUI REMENTS. A nut ual
life insurance conpany nust possess at the tine of incorporation
unencunbered surplus in an anount of at |east $200,000. The
unencunbered surplus may consist only of:
(1) United States currency;
(2) bonds of the United States, this state, or a
county or nunicipality of this state; or
(3) governnment insured nortgage | oans that are
aut horized by this chapter, with not nore than 25 percent of the
unencunbered surplus invested in first nortgage real estate
loans. (V.T.1.C. Art. 11.01, Sec. 1 (part).)
Source Law

Sec. 1.
5. [The anmpbunt of its free
surplus] which shall, at the tinme of

i ncorporation, be not |ess than Two Hundred
Thousand ($200, 000.00) Dollars. Such free
surplus shall, at the tinme of incorporation,
consi st only of lawful noney of the United
States or bonds of the United States or of
this State or of any county or incorporated
muni ci pality thereof, or government insured



nort gage | oans which are otherw se authorized
by this chapter, and shall not include any
real estate as a part of its free surplus;
provi ded, however, that twenty-five (25% per
cent of the m ninmumfree surplus may be
invested in first nortgage real estate

| oans.

Revi sor's Note

(1) Section 1, V.T.I.C Article 11.01,
refers to an "incorporated nmunicipality."”
The revised law omts "incorporated" because
under the Local Governnent Code al
muni ci palities nust be incorporated.

(2) Section 1, V.T.I.C. Article 11.01,
provi des that the m ni mum surplus "shall not
include any real estate.” The revised | aw
omts the quoted phrase as unnecessary
because the revised | aw expressly sets out
all of the forns that surplus may take, which
do not include real property.

Revi sed Law
Sec. 882.056. APPLI CATION FOR CHARTER. (a) To obtain a

charter for a nutual l|ife insurance conpany under this chapter
the incorporators nust pay the charter fee in the anount
determ ned under Article 4.07 and file with the departnent:

(1) an application for charter on the form and

including the information prescribed by the comm ssioner;

(2) the conpany's articles of incorporation; and
(3) an affidavit nade by two or nore of the

i ncorporators that states that:

(A) the unencunbered surplus requirenents of

Section 882.055 are satisfied;

(B) the unencunbered surplus is the bona fide

property of the conpany; and

(© the information in the application and

articles of incorporation is true and correct.

(b) The conmm ssioner may require that the incorporators

provide at their expense additional evidence of a matter required
in the affidavit before the conm ssioner takes further action on
the application for the charter.

(c) The charter nust state the nanme of each director who is

to serve until the first annual election. (V.T.1.C. Art. 11.02,

Sec.

1 (part); Art. 11.03 (part).)
Source Law

Art. 11.02
Sec. 1. As a condition precedent to the



granting of a charter of any such insurance
conpany, the incorporators shall file with
the State Board of |nsurance the foll ow ng:

1. An application for charter on
such form and include therein such
informati on as may be prescribed by the
Boar d;

2. The articles of incorporation
as provided in this Code;

3. An affidavit made by two (2) or
nmore of its incorporators that such conpany
i s possessed of at |east Two Hundred Thousand
(%200, 000.00) Dollars free surplus, as
required by law, which affidavit shall state
that the facts set forth in the application
and articles of incorporation are true and
correct and that the free surplus is the bona
fide property of such conpany. The State
Board of Insurance may, in its discretion, at
t he expense of the incorporators, require
ot her and additional satisfactory evidence of
the matters required to be set forth in said
affidavit before it shall be required to file
the articles of incorporation, application
for charter, or follow the procedure
herei nafter set forth;

4. A charter fee prescribed by
I aw.

Art. 11.03. . . . The directors who are
to serve until the first annual el ection
shall be named in the charter, and .

Revi sor's Note

Section 1, V.T.1.C. Article 11.02,
refers to the charter fee "prescribed by
law.” V. T.1.C Article 4.07 is a
conprehensive fee provision applicable by its
terms to "any and all . . . nutual insurance
conpanies.” That article authorizes the
Texas Departnment of Insurance to set the
amounts of various fees, including a fee for
filing a charter. Accordingly, the revised
| aw substitutes a general reference to a fee
in the anmount determ ned under V.T.1.C
Article 4.07.




Revi sed Law

Sec. 882.057. APPLI CATION PROCESS. (a) After the charter
fee is paid and all itenms required for a charter under Section
882.056 are filed with the departnent, the conm ssioner may set a
date for a hearing on the application.

(b) The date for a hearing on an application may not be
before the 11th or later than the 60th day after the date notice
is provided under Subsection (c).

(c) The conm ssioner shall:

(1) provide witten notice of the date of the hearing

to:

(A) the person or persons who filed the
application; and

(B) any interested party, including any ot her
party who had previously requested a copy of the notice; and

(2) publish, at the expense of the incorporators, a

copy of the notice in a newspaper of general circulation in the
county in which the nmutual |ife insurance conpany's honme office
is proposed to be | ocat ed.

(d) The departnent shall make a record of the proceedi ngs
of a hearing under this section.

(e) An interested party is entitled to oppose or support
the granting or denial of the application and may intervene and
participate fully and in all respects in any hearing or other
proceedi ng on the application. An intervenor has the rights and
privileges of a proper or necessary party in a civil suit in the
courts of this state, including the right to be represented by
counsel. (V.T.I.C. Art. 11.02, Sec. 1 (part).)

Source Law

Sec. 1.

When such application for charter,
articles of incorporation, affidavit and
charter fee are filed with the State Board of
| nsurance, the Board nmay set a date for a
public hearing of the same, which date shal
be not less than ten (10) nor nore than sixty
(60) days after the date of notice thereof.
The Board shall notify in witing the person
or persons submtting such application of the
date for such hearing, and shall furnish a
copy of such notice to all interested
parties, including any other parties who have
t heretof ore requested a copy of such notice.
The Board shall, at the expense of the
i ncorporators, publish a copy of such notice
in any newspaper of general circulation in
the county of the proposed honme office of



said conpany. In all such public hearings on
such applications, a record shall be made of
such proceedings and . . . . Any interested
party shall have the right to oppose or
support the granting or denial of such
application and may intervene and participate
fully and in all respects in any hearing or
ot her proceedi ng had on any such application.
Any such intervenor shall have and enjoy al
the rights and privileges of a proper or
necessary party in a civil suit in the courts
of this State, including the right to be
represented by counsel .

Revi sor's Note

Section 1, V.T.1.C. Article 11.02,
refers to a "public hearing" of the forner
State Board of Insurance. Throughout this
chapter, the revised law omts "public" as
unnecessary. In context, "hearing" neans a
heari ng open to the public.

Revi sed Law

Sec. 882.058. ACTION ON APPLICATION. (a) In considering
t he application, the comm ssioner, not |ater than the 30th day
after the date a hearing under Section 882.057 is conpl eted,
shall determne if:

(1) the m nimum unencunbered surplus required by
Section 882.055 is the bona fide property of the nmutual life
i nsurance conpany;

(2) the proposed officers, directors, and managi ng
executives of the conmpany have sufficient insurance experience,
ability, and standing to nake success of the proposed conpany
probabl e; and

(3) the applicants are acting in good faith.

(b) If the comm ssioner determnes by an affirmative
finding any of the issues under Subsection (a) adversely to the
applicants, the comm ssioner shall reject the application in
witing, giving the reason for the rejection. An application may
not be granted unless it is adequately supported by conpetent
evi dence.

(c) If the conm ssioner does not reject the application
under Subsection (b), the conm ssioner shall approve the
application. (V.T.1.C. Art. 11.02, Sec. 1 (part).)

Source Law

Sec. 1. . . . no such application shal
be granted except when sane is adequately



supported by conpetent evidence.

I n considering any such application, the
Board shall within thirty (30) days after
public hearing, determ ne whether:

(a) The m nimumfree surplus, as
required by law, is the bona fide property of
t he conpany;

(b) The proposed officers, directors
and managi ng executive have sufficient
i nsurance experience, ability and standing to
render success of the proposed conpany
pr obabl e;

(c) The applicants are acting in good
faith;

| f the Board shall determ ne by an
affirmative finding any of the above issues
adversely to the applicants, it shall reject
the application in witing, giving the reason
therefor. Oherw se, the Board shall approve
t he application, whereupon all such docunents
shall be deposited with the Board.

Revi sor's Note
Section 1, V.T.1.C. Article 11.02,
provi des that on the board's approval of an
application for a charter, "all such
docunents shall be deposited with the Board."
The revised law omts the quoted | anguage as
unnecessary because it duplicates the
requi renment under that section, revised as
Section 882.056, that the incorporators of a
mutual |ife insurance conpany file with the
board the charter application, the conpany's
articles of incorporation, and an affidavit.
Revi sed Law
Sec. 882.059. EXAM NATI ON AFTER DETERM NATI ON. After maki ng
a determ nation on an application under Section 882.058, the
conmi ssioner shall imediately nmake or cause to be nade a ful
and t horough exam nation of the nutual |ife insurance conpany.
The conpany shall pay for the examnation. (V.T.1.C Art. 11.02,
Sec. 2 (part).)

Source Law

Sec. 2. The Board shall thereupon
i mredi ately make, or cause to be nade, at the
expense of the conpany, a full and thorough
exam nation thereof.



[ Sections 882. 060-882. 100 reserved for expansion]
SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law

Sec. 882.101. | SSUANCE OF CERTI FI CATE OF AUTHORITY. (a)
After the exam nation of a nmutual life insurance conpany under
Section 882.059, the comm ssioner shall issue a certificate of
authority to the conpany if the conm ssioner finds that:

(1) the conpany has conplied with all applicable |aws;

(2) the conpany satisfies the unencunbered surpl us
requi renments of Section 882.055; and

(3) the conpany's unencunbered surplus is in the
custody of the conpany's officers.

(b) A certificate of authority issued under this section
aut hori zes the conpany to engage in the business of |ife, health,
or accident insurance in this state as may be specified in the
conpany's charter or charter application. (V.T.1.C Art. 11.02,
Sec. 2 (part).)

Source Law

Sec. 2. [The Board shall thereupon
i mredi ately make, or cause to be
made, . . . a full and thorough exam nation
thereof.] If it finds that the conpany has
conplied with all applicable laws and is
possessed of a free surplus of not |ess than
Two Hundred Thousand ($200, 000.00) Dol lars
and that such surplus is in the custody of
the officers either in cash or classes of
i nvestnments as provided in Paragraph 5 of
Article 11.01 of this Code, as anended, it
shall issue to such conpany a certificate of
authority to transact a life, health or
acci dent insurance business within this State
as such officers may apply for and as nay be
authorized by its charter issued pursuant to
Article 11.01 of this chapter; . . . . No
original or first certificate of authority
shall be granted, except in conformty
herew t h.

Revi sor's Note

(1) Section 2, V.T.1.C. Article 11.02,
refers to "Paragraph 5 of Article 11.01 of
this Code, as anended." Throughout this
chapter, the revised law omts references to
"as anmended" because under Section 311.027,
Gover nment Code (Code Construction Act),
applicable to the revised law, a reference to




a statute applies to all reenactnents,
revisions, or anmendments of the statute.

(2) Section 2, V.T.I.C. Article 11.02,
refers to a finding by the conm ssioner of
i nsurance that a nmutual life insurance
conpany possesses unencunbered surplus in an
amount of at |east $200,000 in cash or
cl asses of investnents as provided by
Paragraph 5 of Article 11.01 of the Insurance
Code. Paragraph 5 of Article 11.01 is
revised in relevant part as Section 882. 055
of this chapter and included wi thin that
section is the requirenent that a nmutual life
i nsurance conpany possess unencunbered
surplus in an anmount of at |east $200, 000.
Accordingly, the revised lawrefers to a
finding by the conm ssioner that a conmpany
satisfies the unencunbered surplus
requi rements of Section 882.055.

(3) Section 2, V.T.I.C. Article 11.02,
refers to an "original or first" certificate
of authority and to the termof a certificate
of authority issued under that article,
inmplying that a certificate of authority is
subject to renewal. In addition, V.T.I.C
Article 11.06 requires nutual life insurance
conpanies to file an annual statement with
t he Texas Departnment of |nsurance "and
receive fromthe [departnent] their
certificates of authority to transact the
busi ness of life, health, and acci dent
insurance,"” inmplying a requirenent that a
certificate of authority nust be renewed.
Under Section 1, Article 1.14, revised in
rel evant part as Section 801.053, a
certificate of authority is valid until it is
suspended or revoked. Section 2, Chapter
194, Acts of the 56th Legislature, Regul ar
Session, 1959, anending Article 1.14,
repealed "[a]ll laws and parts of laws in
conflict herewith . . ., including [Article]
11.02 . . . to the extent that they require
peri odic renewal of certificates of
authority.” The omtted | aw reads:

[Art. 11.02]

Sec. 2. . . . which certificate shall be
i ssued for a period of not nore than fifteen
(15) nmonths and not extending nore than



ni nety (90) days beyond the | ast day of
February next after the date of its issuance,
on which date such certificate shall expire
by its ternms unl ess revoked or suspended
according to | aw.

Art. 11.06. [Such mutual life insurance
conpani es shall file their annual statenents
with the Board of |nsurance Conm ssioners,
and] receive fromthe Board their
certificates of authority to transact the
business of life, health, and accident
i nsur ance.

(4) Section 1, V.T.I.C Article 11.01,
states that a nutual |ife insurance conpany
may issue a life, health, or accident
i nsurance policy subject to the provisions of
this chapter. The revised |law omts the
provi sion as unnecessary. V.T.1.C Article
11.02, revised in relevant part as this
section, provides for the issuance of a
certificate of authority to a nutual life
i nsurance conpany that authorizes the conpany
to engage in the business of life, health, or
accident insurance. Included within that
authority is the authority to issue a life,
heal th, or accident insurance policy. The
omtted | aw reads:

Sec. 1. . . . any such conpany
heretofore or hereafter created may issue,
conbi ned or separately, life, health and
acci dent insurance policies, subject to the
provi sions of this chapter,

[ Sections 882.102-882. 150 reserved for expansi on]

SUBCHAPTER D. MANAGEMENT OF MUTUAL LI FE | NSURANCE COVPANY
Revi sed Law

Sec. 882.151. BOARD OF DI RECTORS. (a) The board of
directors of a nutual life insurance conpany controls the
busi ness of the conpany.

(b) The board of directors consists of at |east five
directors as stated in the conpany's articles of incorporation.
(V.T.1.C Art. 11.03 (part).)

Source Law

Art. 11.03. The busi ness of a nutual



life insurance conpany shall be controlled
and directed by a board of directors
consisting of not less than five (5)
menbers,

Revi sor's Note

V.T.1.C. Article 11.03 states that the
busi ness of a nutual |ife insurance conpany
is "controlled and directed" by a board of
directors. The revised law omts "directed"
because its neaning is included in the
meani ng of "controlled."

Revi sed Law

Sec. 882.152. ADOPTION OF INITIAL BYLAWS. (a) At the first
nmeeting of the initial board of directors of a nutual life
i nsurance conpany after the departnent issues a certificate of
authority to the conpany, the board shall adopt the initial
byl aws of the conpany.

(b) The byl aws adopted under Subsection (a) shall govern
the conpany until the first annual neeting of the board of
directors. (V.T.1.C. Art. 11.03 (part).)

Source Law

Art. 11.03. . . . The by-laws
governing the conpany until the date of its
first annual neeting shall be adopted by the
board of directors at their first neeting
after the certificate of authority shall be
i ssued aut horizing the conpany to transact
t he business of a mutual |ife insurance

conpany.

Revi sed Law

Sec. 882.153. ANNUAL MEETING (a) Except as provided by
Subsection (b), after a nutual life insurance conpany is issued a
certificate of authority under Section 882.101, the conpany shal
hol d an annual neeting of the policyholders on the fourth Tuesday
in April at the hone office of the conmpany or another |ocation
properly announced to each policyhol der.

(b) The bylaws of a nmutual life insurance conpany nmay
establish an annual neeting date different than the date under
Subsection (a). A neeting date established under this subsection
nmust be before April 30 of each year

(c) At each annual neeting, the policyhol ders:

(1) shall elect the conpany's board of directors to
serve until the next annual neeting, except as provided by
Section 882.154; and

(2) may adopt, amend, or repeal the bylaws of the




conpany. (V.T.1.C Arts. 11.03 (part), 11.04 (part).)
Source Law

Art. 11.03. . . . [a board of directors]
who shall be el ected annually as
provided in this chapter.

Art. 11.04. There shall be an annual
nmeeting of all the policyhol ders of each
mutual |ife insurance conpany at the hone
of fice of such conpany or at such other place
as may be properly announced to the
pol i cyhol ders, on the fourth Tuesday in Apri
after it shall have received a certificate of
authority to transact the business of life
i nsurance, and annually thereafter, at which
the directors shall be elected for the
succeedi ng year, and at which bylaws for the
government of the conmpany, . . . may be
adopted, and at which the existing byl aws may
be repeal ed or anended. Provided, however,
the byl aws of the conpany may set an annual
nmeeting date on any day prior to April 30 in
each year; and

Revi sed Law
Sec. 882. 154. STAGGERED TERMS FOR LARGE BOARD COF DI RECTORS

(a) This section applies only to a nutual life insurance conpany
whose board of directors consists of at |east nine nenbers.
(b) The bylaws of a nutual life insurance conpany nmay

provi de that the conpany's directors, other than initial
directors, may be elected to serve staggered terns as provided by
this section.

(c) The conpany's directors shall be divided into two or
three classes, with each class consisting of an equal nunber of
directors to the extent possible. After the directors are
di vided into cl asses:

(1) the terns of the directors in the first class
expire on the first annual neeting date after their initial
el ection;

(2) the ternms of the directors in the second cl ass
expire on the second annual neeting date after their initial
el ection; and

(3) the ternms of the directors in the third class, if
any, expire on the third annual neeting date after their initial
el ecti on.

(d) At each annual neeting after the directors are first
el ected, the policyholders shall elect the nunber of directors
whose terns expire on that date. Directors are elected for:



(1) staggered two-year terns, if the board is divided
into two cl asses; or
(2) staggered three-year terns, if the board is
divided into three classes. (V.T.I.C Art. 11.04 (part).)
Source Law

Art. 11.04. . . . provided further,
that when the Board of Directors shal
consi st of nine or nore nenbers, in |ieu of
el ecting the whol e nunber of directors
annual Iy, the bylaws may provide that the
directors be divided into either two or three
cl asses, each class to be as nearly equal in
nunber as possible, the terns of office of
directors of the first class to expire at the
first annual neeting of policyholders after
their election, that of the second class to
expire at the second annual neeting after
their election, and that of the third cl ass,
if any, to expire at the third annual neeting
after their election. At each annual neeting
after such classification the nunber of
directors equal to the nunber of the class
whose termexpires at the tinme of such
nmeeting shall be elected to hold office until
t he second succeedi ng annual neeting, if
there be two classes, or until the third
succeedi ng annual neeting, if there be three
classes. No classification of directors
shall be effective prior to the first annual
nmeeti ng of policyhol ders.

Revi sed Law

Sec. 882.155. VOII NG BY POLI CYHOLDERS. (a) At an annual or
special neeting of a nutual life insurance conpany, each
pol i cyhol der is entitled to one vote for each $500 of insurance
hel d by the policyholder in the conpany.

(b) A policyholder may vote at an annual or special neeting
by proxy, unless the proxy is revoked before the neeting.
(V.T.1.C Art. 11.04 (part).)

Source Law

Art. 11.04. . . . At an annual or
speci al neeting, each policyhol der shall be
entitled to one vote for each Five Hundred
Dol I ars ($500.00) of insurance held by him
Any policyhol der nmay execute his proxy
aut horizing and entitling the holder to



exerci se his voting powers, unless such proxy
shall be revoked previous to such annual or
speci al neeting.

Revi sed Law
Sec. 882.156. OFFICERS. (a) The board of directors of a

mutual |ife insurance conpany shall elect the follow ng officers
for the conpany:

(1) a president;

(2) the nunber of vice presidents as required by the
conpany's byl aws;

(3) a secretary;

(4) a treasurer

(5) a nedical director; and

(6) other officers as required by the conpany's

byl aws.
(b) The board shall establish the conpensation of each
of ficer.
(c) The duties of each officer shall be prescribed by the
conpany's bylaws. (V.T.1.C. Art. 11.03 (part).)
Source Law

Art. 11.03. . . . The board of directors
shall elect the officers of the conpany,
whi ch shall be a president, and such nunber
of vice presidents as the by-laws may
provide; a secretary, a treasurer, a nedica
di rector and such other officers as the
by-laws may provide for; and shall fix the
conpensation of all such officers. The
duties of all officers shall be prescribed by
t he by-I aws.

Revi sed Law
Sec. 882.157. COFFICER BONDS. The president, secretary, and
treasurer of a nutual life insurance conpany shall each provide a
bond for the protection of the conmpany's policyhol ders:
(1) in an amount and with sureties approved by the
conm ssi oner; and
(2) <conditioned on the faithful performance of the
officer's duties. (V.T.1.C. Art. 11.05.)
Source Law

Art. 11.05. The president, secretary and
treasurer shall each give bond for the
protection of the policyholders in anpbunt and
with securities to be approved by the Board
of Insurance Comm ssioners, conditioned for



the faithful performance of their respective
duti es.

Revisor's Note
V.T.1.C. Article 11.05 refers to a bond
with "securities" approved by the
conm ssioner of insurance. The reference to
"securities" is clearly a typographi cal
error. To reflect the clear intention of the
| egi sl ature, and consistent with other
provi sions of this code, the revised | aw
substitutes "sureties" for "securities.”
Revi sed Law
Sec. 882.158. BYLAWS MUST COWLY W TH LAW The byl aws of a
mutual |ife insurance conpany may not be inconsistent with this
chapter or other laws of this state. (V.T.I.C Art. 11.04

(part).)

Source Law

Art. 11.04. . . . and at which byl ans
for the governnment of the conpany, not
i nconsistent with the provisions of this
Chapter or with the laws of this
state .

[ Sections 882. 159-882. 200 reserved for expansi on]

SUBCHAPTER E. ACGENTS
Revi sed Law
Sec. 882.201. APPLICABILITY OF SUBCHAPTER This subchapter
does not apply to a nutual l|ife insurance conpany organi zed under
this chapter that has a surplus of at |east the m ni num anount of
capital and surplus required of a capital stock conpany under
Sections 841.054, 841.204, 841.205, 841.301, and 841.302. (New.)
Revi sor's Note
Section 882.201 is added to the revised
law to clarify the applicability of this
subchapter. See Revisor's Note (3) to
Section 882.001.
Revi sed Law
Sec. 882.202. |SSUANCE OF LICENSE TO AGENT. On witten

request of a mutual |ife insurance conmpany to which a certificate
of authority has been issued under this chapter, the departnent
shall issue a license to each agent of the conpany. (V.T.l1.C

Art. 11.08 (part).)
Source Law

Art. 11.08. Any such nutual life



i nsurance conpany whi ch has received
authority fromthe Board of |nsurance
Conmi ssioners to transact business in this
State shall receive fromsuch Board, upon
witten request therefor, a certificate of
authority for each of its agents in this
State.

Revi sor's Note
V.T.1.C. Article 11.08 refers to the
i ssuance of a "certificate of authority” to
an agent of a nutual l|ife insurance conpany.
The revised | aw substitutes "license" for
"certificate of authority"” for consistency
t hroughout this code when referring to an
agent's authority to engage in business on
behal f of an insurance conpany.
Revi sed Law
Sec. 882.203. LIMTATION ON AGENT COVPENSATI ON. A contract
between a nmutual life insurance conpany and an agent of the
conpany to which a |license has been issued under Section 882.202
may not provide a commi ssion or other conpensation to the agent
t hat exceeds the expense loading in the prem uns on policies that
are issued on applications obtained by the agent and for which
the prem uns are collected and paid to the conpany in cash
(V.T.1.C. Art. 11.08 (part).)
Source Law

Art. 11.08. . . . Contracts between
such conpani es and such agents shall not
provi de for conm ssions or other conpensation
to such agents in excess of the expense
| oading in the prem uns of policies issued
upon the applications procured by such
agents, collected therefor, and paid to the
conpany in cash

[ Sections 882.204-882. 250 reserved for expansi on]

SUBCHAPTER F. GENERAL FI NANCI AL REQUI REMENTS
Revi sed Law

Sec. 882.251. LIMTED AUTHORI TY TO BORROW MONEY. (a)
Except as provided by this subchapter, a mutual |ife insurance
conpany may not borrow noney for any purpose other than to pay a
deat h | oss.

(b) A conpany may not incur a debt on an account for which
any part of the conpany's assets that exceeds the assets
represented by or derived fromthe expense |loading in the




prem uns collected by the conpany is subject to execution on a
j udgnent .
(c) Subsection (b) does not prohibit a conpany from

incurring a debt on an account:

(1) under a policy issued by the conpany; or

(2) to borrow noney to pay a death loss. (V.T.1.C
Art. 11.15.)

Source Law

Art. 11.15. No nmutual life insurance
conpany shall have the power except as
provided in this chapter, to borrow noney for
any purpose other than the paynent of death
| osses. No such conpany shall have the power
to incur any debt on any account except under
policies issued by it or for noney borrowed
to pay death | osses, for which any portion of
its assets over and above that which may
represent or be derived fromthe expense
| oading of the premiuns collected by it,
shall, in any event be subject to execution
upon a judgnent therefor.

Revi sor's Note
V.T.1.C. Article 11.15 refers to a
conpany's power to borrow noney "except as
provided in this chapter.” The rel evant
portion of V.T.1.C. Chapter 11 relating to
borrowing is revised in this subchapter. The
revised law is drafted accordingly.
Revi sed Law
Sec. 882.252. INVESTMENT OF MONEY. (a) A nutual life
i nsurance conpany shall invest the conpany's noney in accordance
with the | aw governing investnents of |ife, health, and acci dent
i nsurance conpani es organi zed under Chapter 841.
(b) An officer of a nutual life insurance conpany who does
not invest the noney of the conpany as required by Subsection (a)
shal | deposit the noney in the name of the conpany in a bank
t hat :

(1) is subject to state or federal regulation; and
(2) has been approved by the comm ssioner as a
depository for that purpose. (V.T.1.C Arts. 11.18, 11.18-1
(part).)
Source Law

Art. 11.18. Miutual life insurance
conpani es shall invest their funds in
accordance with the provisions of the third



chapter of this code, concerning investnents
of life, health and accident insurance
conpanies in this State; all noneys of nutua
life insurance conpanies, comng into the
hands of any officer thereof, when not

i nvested as prescribed, shall be deposited in
t he nane of such conpany in sone bank which
is subject to either state or national

regul ati on and supervi sion, and which has
been approved by the Board of |nsurance
Conmi ssioners as a depository therefor.

Art. 11.18-1. Mutual life insurance
conpani es shall invest their funds in
accordance with the provisions of the
statutes concerning investnents of life
i nsurance conpanies in this State; al
noneys of mutual life conmpanies, comng into
t he hands of any officer or officers thereof,
when not invested as prescribed by said | aws,
shall be deposited in the name of such
conpany or conpanies in sonme bank or banks
whi ch are subject to either State or nationa
regul ati on and supervision, and which have
been approved by the Conmm ssioner of
| nsurance as depositories therefor.

Revi sor's Note

(1) V.T.I.C Article 11.18 refers to
"the provisions of the third chapter of this
code, concerning investnents of life, health
and acci dent insurance conpanies . . . ."
V.T.1.C. Article 11.18-1 refers to "the
provi sions of the statutes concerning
investnments of life insurance
conpanies . . . ." The revised lawrefers to
t he | aw governing the investnents of
conpani es organi zed under Chapter 841.
Chapter 841 revises the provisions of Chapter
3 relating to the organization of donestic
life, health, and accident insurance
conpani es.

(2) V.T.I.C Articles 11.18 and 11.18-1
refer to a bank under state or federa
"regul ation and supervision.” The revised
aw omts "supervision" because in context
its neaning is included in the nmeaning of
"regul ation."




Revi sed Law

Sec. 882.253. LOANS TO COMPANY. (a) An officer or director
of a nmutual l|ife insurance conpany, or a person authorized under
Chapter 825, may | oan to the conpany noney to:

(1) pronote or conserve the conpany's business; or
(2) enable the conpany to conply with a | ega
requirenent.

(b) The conpany may repay a |oan and agreed interest, at an
annual rate not to exceed 10 percent, fromthe surplus remaining
after the conpany provides for the conpany's reserves and ot her
liabilities.

(c) A loan under this section or interest on a loan is not
otherwise a liability or claimagainst the conpany or any of its
assets.

(d) A nutual life insurance conpany may not pay a
conmi ssi on or pronotion expense in connection with a | oan nmade to
t he conpany.

(e) A nutual life insurance conpany shall report inits

annual statenment the amount of each loan. (V.T.I.C Art. 11.16.)
Source Law

Art. 11.16. Any officer or director of a
nmutual |ife insurance conmpany or any person
so authorized in Article 21.27 of this code,
may advance to such conpany any sum of noney
for the purpose of pronoting or conserving
its business, or to enable it to conply with
any requirenent of the law, and such noney,
together with such interest thereon as may
have been agreed upon, not exceeding ten
(10% per cent per annum shall be payable
only out of the surplus remaining after
providing for all reserves and ot her
liabilities, and shall not otherw se be a
l[tability or claimagainst the conmpany or any
of its assets. No comm ssion or pronotion
expenses shall be paid in connection with the
advance of any such noney to the conpany, and
t he amount of such advance shall be reported
in each annual statenent.

[ Sections 882.254-882. 300 reserved for expansion]

SUBCHAPTER G UNENCUMBERED SURPLUS REQUI REMENTS
Revi sed Law
Sec. 882.301. AMOUNT OF UNENCUMBERED SURPLUS. (a) A nutual
life insurance conpany that engages in the business of insurance
in this state shall maintain an unencunbered surplus of at |east




$100, 000 that consists of cash or classes of investnent as
provi ded by Section 882. 055.
(b) Except as otherw se authorized by this code, a conpany
t hat does not maintain an unencunbered surplus as required by
this section may not wite new insurance. (V.T.I1.C Art. 11.01,
Sec. 1 (part); Art. 11.17 (part).)
Source Law

[Art. 11.01]
Sec. 1.
5. . . . Notw thstanding any

ot her provision of this Code, a m ni num of
One Hundred Thousand ($100, 000.00) Dol |l ars of
such free surplus shall at all tinmes be

mai ntai ned in cash or in the classes of

i nvestnments described in this article.

Art. 11.17. Any such insurance conpany
transacting business within this State shal
at all times have and maintain a mninmumfree
surplus of not |ess than One Hundred Thousand
($100,000.00) Dollars and . . . . No conpany
shall write new business unless it is
possessed of the mninumfree surplus
required by this article, except to the
extent it may be ot herw se expressly
aut horized by this Code to do so.

Revi sed Law
Sec. 882.302. EXEMPTI ON FOR CERTAI N COWPAN ES. A nut ual
life insurance conpany that was authorized and engaged in the
busi ness of insurance in this state before May 1, 1955, is not
required to increase the amount or convert the class or form of
t he conpany's existing unencunbered surplus to conmply with
Section 882.301 and may not be prohibited fromwiting new
i nsurance because the conpany does not mai ntain an unencunbered
surplus as required by that section if the conpany conplies with
all other laws. (V.T.I.C Art. 11.01, Sec. 2(a) (part).)
Source Law

Sec. 2. (a) . . . provided, however,
that no such conpany which was |icensed and
doi ng business in this State prior to May 1,
1955 shall be required to increase the anount
or convert the class or formof its existing
surplus to conply with the surplus
requi renent of said Paragraph 5 of Section 1
of Article 11.01 of this Code as anended, nor



shall any such conpany be denied the right of
witing new business if such conpany does not
mai ntain the surplus stated in Article 11.17
of this Code, so long as all other laws are
conplied wth.

Revisor's Note

Section 2, V.T.1.C. Article 11.01,
refers to a nmutual |ife insurance conpany
that is "licensed,” nmeaning a conpany that is
authorized to engage in the business of
insurance in this state. The revised | aw

substitutes "authorized" for "licensed" for
consi stent use of termnology within this
code.

Revi sed Law
Sec. 882.303. UNENCUMBERED SURPLUS LESS THAN $25, 000. A
mutual |ife insurance conpany whose unencunbered surplus is |ess
t han $25, 000 shall allocate at |east 25 percent of the conpany's
net earned surplus for the preceding cal endar year to the
conpany's unencunbered surplus until the conpany has obtai ned an
unencunbered surplus of at |east $25,000. (V.T.1.C Art. 11.12

(part).)

Source Law

Art. 11.12. . . . it being the intent
and purpose of this clause that each conpany
whose free surplus is I ess than Twenty-five
Thousand ($25, 000.00) Dollars shall be
obligated to apportion a m ni num of
twenty-five (25% per cent of the net earned
surplus for the preceding cal endar year to
the free surplus of such conmpany until such
conpany shall have acquired or accunul ated a
free surplus of at |east Twenty-five Thousand
($25, 000. 00) Dol I ars.

Revi sed Law
Sec. 882.304. | NVESTMENT OF EXCESS UNENCUVBERED SURPLUS. A
mutual |ife insurance conpany that is granted a charter under
this chapter may invest that part of the conpany's unencunbered
surplus that exceeds $100, 000 as provided by this code for
conpani es operating under Chapter 841. (V.T.I1.C Art. 11.01
Sec. 1 (part).)

Source Law

Sec. 1.



5. . . . After the granting of
charter the free surplus in excess of such
One Hundred Thousand ($100, 000.00) Dol l ars
may be invested as otherwi se provided in this
Code for stock companies.

Revi sor's Note

Section 1, V.T.1.C. Article 11.01,
provi des that certain excess unencunbered
surplus may be invested "as otherw se
provided in this Code for stock conpanies."”
For the conveni ence of the reader, the
revised | aw substitutes a reference to
"conpani es operating under Chapter 841" for
the reference to "stock conpanies.” Chapter
841 is the chapter governing the operation of
stock life insurance conpani es.

Revi sed Law

Sec. 882.305. | MPAI RVENT OF UNENCUMBERED SURPLUS. (a) |If
one-third or nore of a nmutual |ife insurance conpany's
unencunbered surplus as required by Section 882.301 is inpaired,
t he conpany shall correct the inpairment not later than the 60th
day after the date the surplus is inpaired.

(b) A conpany that does not correct an inpairnent of
surplus as required by Subsection (a) may not wite insurance in
this state until the conpany corrects the inpairnent.

(c) In determ ning whether a conpany's surplus is inpaired,
t he conpany shall conpute its liabilities in the manner provided
by state law. (V.T.I.C Art. 11.17 (part).)

Source Law

Art. 11.17. . . . if such mnimmfree
surplus shall becone inpaired to the extent
of thirty-three and one-third (33 1/3% per
cent thereof, conputing its liabilities in
t he manner provided by the laws of this
State, it shall make good such inpairnent
within sixty (60) days; and failing to nake
good such inpairnent within said tinme shal
forfeit its right to wite any business in
this State until said inpairnent shall have
been nmade good.

Revi sed Law
Sec. 882.306. | MPAI RVMENT OF UNENCUMBERED SURPLUS;
APPO NTMENT OF RECEIVER (a) |If one-half or nore of a nutua
Iife insurance conpany's unencunbered surplus as required by
Section 882.301 is inpaired, the conm ssioner may apply to a




court for the appointnent of a receiver to wind up the affairs of
t he conpany.
(b) In determ ning whether a conpany's surplus is inpaired,
t he conpany shall conpute its reserve liability in the manner
provi ded by state law. (V.T.1.C Art. 11.17 (part).)
Source Law

Art. 11.17. . . . The Board of Insurance
Comm ssioners may apply to any court of
conpetent jurisdiction for the appointnent of
a receiver to wind up the affairs of such
conpany when its above nentioned m nimumfree
surplus shall becone inpaired to the extent
of fifty (50% per cent thereof, computing
its reserve liability in the manner provi ded
by the laws of this State for the conputation
of such reserve liability.

Revi sor's Note

V.T.1.C. Article 11.17 refers to an
application to a court of "conpetent
jurisdiction.” The revised |law omts the
guot ed | anguage as unnecessary because the
general laws of civil jurisdiction determne
whi ch courts have jurisdiction over a matter.
For exanpl e, see Sections 24.007-24.011
Government Code, for the general jurisdiction
of district courts.

Revi sor's Note

(End of Subchapter)

Section 2(a), V.T.1.C. Article 11.01, in
part provides that the surplus requirenments

under that article apply to a nutual life
i nsurance conpany "[f]rom and after the
effective date of this Act." The revised | aw

omts that part of Article 11.01 as executed.
The omtted | aw reads:

Sec. 2. (a) Fromand after the
effective date of this Act the surplus
requi renent of Paragraph 5 of Section 1 of
Article 11.01 of this Code shall be the
m ni mum sur pl us requi rement for any conpany
whi ch is subject to the provisions of Chapter
11 of this Code as anended;

[ Sections 882. 307-882. 350 reserved for expansion]



SUBCHAPTER H. DI VI DENDS
Revi sed Law
Sec. 882.351. POLI CYHOLDER S ENTI TLEMENT TO DI VI DEND. A

pol i cyhol der of a nutual life insurance conpany is entitled to a
credit or paynent of a dividend fromthat part of the conpany's
divisible surplus that may be fairly allocated to the
policyholder's policy. (V.T.1.C. Art. 11.12 (part).)

Source Law

Art. 11.12. . . . each such
pol i cyhol der shall be entitled to and
credited with or paid such portion of the
entire divisible surplus as may be equitably
apportioned to his policy.

Revi sor's Note

V.T.1.C. Article 11.12 refers to the
part of a nmutual life insurance conpany's
di visi bl e surplus that nmay be "equitably"
all ocated to a policyholder's policy. The
revised | aw substitutes "fairly" for
"equi tably" and, throughout this subchapter,
substitutes "fair" for "equitable" and "just"
because in context the terns are synonynous
and "fair" is the nore nodern and conmmonly
used term

Revi sed Law

Sec. 882.352. ACCOUNTI NG AND PROCEDURE FOR ALLOCATI ON OF
Dl VI SI BLE SURPLUS; REPORT TO COWM SSI ONER. (a) On Decenber 31 of
each year, or as soon after as practicable, each nutual life
i nsurance conpany shall determ ne the anount of surplus earned by
t he conpany during that year.

(b) Not later than the end of the second year in which a
policy issued by the conpany is in effect, the conpany shal
provide to the policyhol der:

(1) an annual accounting of the conmpany's divisible
surplus; and
(2) if all premuns due on the policy have been paid
for at least two years, a fair allocation of the conpany's
di visible surplus that remains after deducting:
(A) any anmount approved by the comm ssioner for
retirement of any unpaid | oans made under Section 882. 253;
(B) the conpany's contingency reserve; and
(© any earned surplus the conpany allocated to
unencunbered surplus as provided by this chapter.

(c) The conpany shall imediately submt to the

conmi ssioner a detailed report of an allocation of divisible




surplus made under this section. The president or secretary of
t he conpany shall sign the report under oath. (V.T.I.C
Art. 11.12 (part).)

Source Law

Art. 11.12. Each such conpany shall make
an annual accounting and apportionnent of
di visi bl e surplus to each policyhol der
begi nning not later than the end of the
second policy year on all policies issued;
and . . . . Upon the 31st day of Decenber of
each year, or as soon thereafter as may be
practicabl e, each such conpany shall truly
ascertain the surplus earned by it during
such year; and after setting aside from such
surplus such portion thereof as the Board of
| nsurance Conm ssioners nmay approve for
retirement of any unpaid advances theretofore
made pursuant to Article 11.16 of this
chapter, and after deducting the contingency
reserve and the anmount of earned surplus, if
any, apportioned to free surplus as provided
for in this chapter, it shall apportion to
each of its policies upon which all prem uns
due and payable for at |east tw (2) years
have been paid, an equitable proportion of
t he remai nder of such surplus, and shal
i medi ately submt a detailed report of such
apportionnment under oath of its president or
secretary to the Board of I|nsurance
Conmi ssi oners.

Revi sed Law

Sec. 882.353. DEPARTMENT APPROVAL OF ALLOCATI ON, REVI SI ONS.
(a) The departnent shall approve a nutual life insurance
conpany's allocation of divisible surplus under Section 882. 352
if the departnment finds that the allocation is fair to the
pol i cyhol ders and conplies with this chapter.

(b) If the departnent does not approve a conpany's
al l ocation of surplus, the departnent shall revise the allocation
in a manner that the departnent determines is fair to the
pol i cyhol ders and necessary to conply with this chapter. The
departnent shall certify the revisions to the conpany.

(c) An allocation of surplus approved under Subsection (a)
takes effect on the date of approval. An allocation of surplus
revi sed by the departnent under Subsection (b) takes effect on
the date the departnent certifies the revisions to the conpany.
(V.T.1.C Art. 11.12 (part).)




Source Law

Art. 11.12. . . . If such Board shal
find such apportionnent to be equitable and
just to the policyholders and in accordance
with the provisions of this chapter, it shal
approve the sane, and it shall becone
effective. |If it shall not approve such
apportionment, it shall make such changes
therein as it shall deem equitable and just
and necessary to nmake the same conply with
t he provisions of this chapter, and shal
certify such changes to such conpany,
wher eupon such apportionnent as changed by
such Board shall becone effective.

Revi sed Law
Sec. 882.354. DI VIDEND PAYMENT METHOD. (a) A dividend
declared by a nutual life insurance conpany under this subchapter
shall be paid in:
(1) cash; or
(2) the equivalent of the dividend s cash val ue as
provi ded by an option stated in the policy and sel ected by the
pol i cyhol der.
(b) A policyholder shall notify the conpany in witing of
an option selected by the policyhol der under Subsection (a)(2).
(V.T.1.C Art. 11.12 (part).)
Source Law

Art. 11.12. . . . Each dividend
decl ared as aforesaid shall be paid in cash
or in the equivalent of its cash value in any
option stated in the policy and sel ected by
t he policyhol der, notice of which selection
by the policyhol der shall be given to the
conmpany in witing.

Revi sed Law
Sec. 882.355. LIMTATIONS ON DI VI SI BLE SURPLUS. A mnut ual
life insurance conpany's divisible surplus avail able for paynent
of dividends to the conmpany's policyhol ders may not incl ude:
(1) any part of the conpany's unencunbered surplus
t hat has been:

(A) allocated fromthe conmpany's earned surplus;

(B) transferred fromthe conpany's contingency
reserve; or

(C otherw se acquired by the conpany;



(2) if the conpany was organi zed after Septenber 5,
1955, any part of the conpany's unencunbered surplus required to
conply with Section 882.301; or

(3) if the conpany's unencunbered surplus is |ess than
$25, 000, the part of the conpany's earned surplus for the
precedi ng cal endar year in excess of 75 percent of the earned
surplus. (V.T.1.C. Art. 11.12 (part).)

Source Law

Art. 11.12. . . . The divisible surplus
avai |l abl e for paynent of dividends shall not
i ncl ude:

(a) Any portion of the free
surplus, required by Article 11.01 as
anended, of conpanies organi zed after the
effective date of this amendnent;

(b) Any portion of the free
surplus of any conpany theretofore
apportioned fromearned surplus, transferred
from contingency reserves or otherw se
accunul ated or acquired by such conpany as a
part of its free surplus;

(c) That portion of the earned
surplus for the preceding cal endar year in
excess of seventy-five (75% per cent thereof
whenever the free surplus of any conpany
shall be less than Twenty-five Thousand
($25, 000. 00) Dol I ars;

Revi sor's Note
V.T.1.C. Article 11.12 refers to nutua
life insurance conpanies "organi zed after the
effective date of this amendment."” That
amendnent was enacted by Chapter 363, Acts of
the 54th Legislature, Regul ar Session, 1955,
whi ch took effect on Septenber 5, 1955. The
revised | aw substitutes that date for the
quot ed | anguage.
Revi sed Law
Sec. 882.356. PAYMENT OF DI VI DENDS NOT REQUI RED. Thi s
subchapter does not require a nmutual |ife insurance conpany to
pay a dividend to a policyholder if the unencunbered surpl us
acquired by the conpany is inpaired. (V.T.1.C. Art. 11.12

(part).)

Source Law

Art. 11.12.
No such conpany shall ever be required



by the provisions of this article to pay

di vidends to policyholders at any tine when
the free surplus theretofore accunul ated or
acquired by said conpany shall be inpaired.

Revi sor's Note
(End of Subchapter)

V.T.1.C. Article 11.12 provides an
exenption fromthe dividend requirenments of
that article. Mitual life insurance
conpani es that do not maintain as of the
"effective date of this anmendnent” the
m ni mum anount of unencunbered surplus as
required by V.T.1.C. Article 11.01, revised
in relevant part as Section 882.301, are
exenpt fromthe dividend requirenents of
V.T.1.C. Article 11.12 until the conpany
acquires the required m ni nrum anmount of
unencunbered surplus. The anmendnent that
added the quoted | anguage was enacted by
Chapter 363, Acts of the 54th Legi sl ature,
Regul ar Session, 1955, which took effect
Septenber 5, 1955. It is the understanding
of the Texas Departnment of Insurance that any
conpany that qualified for the exenption on
Septenber 5, 1955, has acquired the required
m ni mum anount of unencunbered surplus and
therefore is no longer eligible for the
exenption. |In addition, according to the
terms of the exenption, no conpany may becone
eligible in the future. The revised | aw
omts the provision as executed. The omtted
| aw reads:

Art. 11.12.

It is further provided that each such
conpany heretofore organi zed or converted and
operating under the provisions of Chapter 11
of this Code which does not at the effective
date of this amendnent to this Code maintain
the mninmumfree surplus specified in Article
11. 01 as anended shall have the right,
subject to the limtations herein set forth
to pay dividends but shall not be obligated
by the provisions of this article to pay
di vidends to the policyholders until the
m nimum free surplus specified in Article
11. 01 as anmended has been acquired or



accunul ated by such conpany.

[ Sections 882. 357-882. 400 reserved for expansion]

SUBCHAPTER 1. CONTI NGENCY RESERVE
Revi sed Law

Sec. 882.401. AMOUNT OF CONTI NGENCY RESERVE. (a) A nutual
life insurance conpany organi zed under this chapter may maintain
a contingency reserve that exceeds the reserves and liabilities
provi ded by this chapter. The anmount of the contingency reserve
may not exceed the greater of:

(1) $10, 000;
(2) an anount that:

(A) equals 20 percent of the conpany's policy
reserves and policy liabilities plus one percent of the ampunt of
the conpany's life insurance in force; and

(B) does not exceed $750, 000; or

(3) an anpbunt that equals 20 percent of the conpany's
policy reserves and policy liabilities.

(b) In determning the anobunt of a conpany's policy
reserves and policy liabilities for purposes of this section, the
conpany may only include the follow ng, after deducting the net
val ue of the conpany's risks reinsured by other solvent assum ng
i nsurers:

(1) the conpany's reserves on outstanding life
i nsurance policies and annuity contracts, contracts issued as
suppl enental to the policies or contracts or in connection with
the policies or contracts or provisions included in policies or
contracts that insure against disability or accidental death; and
(2) the conpany's liabilities for:
(A) optional nodes of settlenent; or
(B) dividends |left on deposit at interest.
(V.T.1.C. Art. 11.11 (part).)
Source Law

Art. 11.11. Any nutual, level prem um
| egal reserve life insurance conpany
organi zed and doi ng busi ness under the
provi sions of this Chapter may accumul ate and
mai ntain a contingency reserve, over and
above all of its reserves and liabilities
required or specifically permtted by the
provi sions of this Chapter, in an anmount not
exceedi ng Ten Thousand Dol |l ars ($10, 000), or
an amount equal to the sum of twenty per cent
(209 of all of its policy reserves and
policy liabilities, plus one per cent (1% of
the amount of its life insurance then in



force, if such sum be greater than Ten
Thousand Dol | ars ($10,000), but in no event
to exceed Seven Hundred and Fifty Thousand
Dol I ars ($750,000), or twenty per cent (20%
of all of its policy reserves and policy
l[iabilities, whichever shall be greater. The
term"policy reserves and policy liabilities"
as used in this Section of this Act shal
include only its reserves on outstanding life
i nsurance policies and annuity contracts,
contracts issued as supplenental thereto or
in connection therewith or provisions

i ncluded therein insuring against disability
or agai nst death by accident or accidental
means, and including liabilities required
under optional nodes of settlenent, and for

di vidends left on deposit at interest, after
deducting the net value of its risks

rei nsured by other solvent assum ng insurers,
but

Revi sor's Note

(1) V.T.1.C Article 11.11 refers to
any "nutual, level premium |egal reserve
life insurance conpany organi zed and doi ng
busi ness under the provisions of this
Chapter."” Section 1, V.T.1.C Article 11.01,
revised in relevant part as Section 882. 051,
refers to the formation of a "nutual life
i nsurance conmpany . . . [to insure] the lives
of individuals on the nutual |evel prem um
| egal reserve plan." For consistency with
t hat section and because a nutual life
i nsurance conpany may only be formed for that
pur pose under this chapter, the revised | aw
substitutes "nutual |ife insurance conmpany"
for "nmutual, level premium |egal reserve

[ife insurance conpany."”

(2) V.T.I.C Article 11.11 authorizes a
mutual |ife insurance conmpany to "accunul ate
and mai ntain" a contingency reserve.
Throughout this chapter, the revised | aw
omts references to "accunulate" in this
context because its neaning is included in
t he meaning of "maintain."”

(3) V.T.1.C. Article 11.11 provides an
exenption fromthe contingency reserve
requirenents of that article for any



contingency reserve held by a conpany "on the
effective date of this Act." That provision
was added by Chapter 98, Acts of the 52nd
Legi sl ature, Regul ar Session, 1951, which
took effect April 30, 1951. According to the
Texas Departnment of Insurance, no contingency
reserves still qualify for this exenption

The revised law therefore omts the provision
as executed. The omtted |aw reads:

Art. 11.11. . . . this shall not affect
any existing contingency reserve held by any
such conpany on the effective date of this
Act, save that whenever and as |ong as such
exi sting contingency reserve shall exceed the
[imt above-mentioned, it shall not be
entitled to maintain any additional
conti ngency reserve.

Revi sed Law
Sec. 882.402. EXCESS CONTI NGENCY RESERVE. (a) The
conmi ssi oner, for good cause shown, nmay issue an order
aut horizing a nmutual life insurance conpany to naintain a
contingency reserve that exceeds the amobunt of the reserve
aut hori zed by Section 882.401.
(b) The order must state:
(1) a period not exceeding one year during which the
conpany may mai ntain the excess contingency reserve; and
(2) each reason for authorizing the excess contingency
reserve. (V.T.1.C. Art. 11.11 (part).)
Source Law

Art. 11.11.

The State Board of |nsurance may, for
good cause shown by an official order, permt
any such conmpany to accumnul ate and nmaintain a
contingency reserve in excess of the maximm
amount herei nbefore prescribed, for a period,
not exceeding one (1) year under any one
order, which shall be specified in such
order. The State Board of Insurance shal
state in such order its reasons therefor

Revi sed Law
Sec. 882.403. CONTI NGENCY RESERVE REQUI REMENTS. (a) A
mutual |ife insurance conpany's contingency reserve as authorized
by this subchapter nust be:




(1) invested as provided by |law, and

(2) wused only to pay death clainms and dividends to
pol i cyhol ders.

(b) If the interest and earnings fromthe investnent of a
conpany's contingency reserve exceed the amobunt of reserve
aut hori zed by Section 882.401 or 882.402, the conpany shall pay
t he excess amobunt to the policyholders of the conpany in the form
of dividends as provided by law. (V.T.1.C. Art. 11.11 (part).)
Source Law

Art. 11.11.

Al'l such contingency reserves as
provided for by this Act shall be invested
according to | aw under the supervision of the
State Board of Insurance and shall be used
exclusively for the paynent of death clains
and dividends to policyholders. Al
interests and earnings fromsuch investnents
in excess of the maxi mum contingency reserves
as provided for in this Act shall be paid in
di vi dends to policyhol ders according to
present |aws.

Revisor's Note
Section 1, V.T.1.C. Article 11.11
provi des that contingency reserves nust be
i nvested "according to | aw under the
supervision of the State Board of Insurance."
The revised |aw omts as unnecessary the
reference to "under the supervision of the
State Board of Insurance.” Under V.T.I.C
Articles 11.18 and 11.18-1, revised as
Section 882.252, the investnents of a nutual
life insurance conpany are regulated in the
same manner as the investnments of life,
heal t h, and acci dent insurance conpanies
organi zed under Chapter 841. V.T.I.C
Article 3.33 establishes extensive
requi renents for those investnents and
speci fies the applicable powers of the Texas
Department of | nsurance.
Revi sed Law
Sec. 882.404. ALLOCATI ON OF CONTI NGENCY RESERVE TO
UNENCUMBERED SURPLUS. If a nutual life insurance conpany's
unencunbered surplus is |l ess than $100, 000, the conpany nay
al l ocate any part of the conpany's contingency reserve to the
conpany's unencunbered surplus. (V.T.1.C Art. 11.01, Sec. 2(b).)




Source Law

(b) Each such mutual life insurance
conpany shall have the right to apportion to
its free surplus all or any portion of the
contingency reserves provided for in Article
11.11 of the Insurance Code while and
whenever the free surplus of such conpany
shall be |less than One Hundred Thousand
(%100, 000. 00) Dol I ars.

Revi sed Law
Sec. 882.405. DESI GNATI ON OF CONTI NGENCY RESERVE AS
UNASSI GNED SURPLUS. The contingency reserve described by this
subchapter is and may be treated as unassi gned surplus, including
designating the contingency reserve as unassigned surplus in
financial statenments. (V.T.1.C. Art. 11.11 (part).)
Source Law

Art. 11.11.

The contingency reserve described in
this Article shall be deenmed to be unassi gned
surplus, and in addition to any free surplus
el sewhere required or allowed, may be so
designated in all financial statenents and
reports and treated as such.

Revi sor's Note
V.T.1.C. Article 11.11 states that a
nmutual |ife insurance conpany's contingency
reserve may be treated as unassi gned surplus
"in addition to any free surplus el sewhere
required or allowed." The revised law omts
t he quoted | anguage as unnecessary because
the revision does not purport to limt the
treatment of unencunbered surplus as
unassi gned sur pl us.
[ Sections 882. 406-882. 450 reserved for expansi on]
SUBCHAPTER J. POLI CY REQUI REMENTS
Revi sed Law
Sec. 882.451. APPLICABILITY OF CERTAIN PROVI SI ONS. Secti ons
882. 452, 882.453, and 882.454 do not apply to a nmutual life
i nsurance conpany organi zed under this chapter that has a surplus
of at |east the m ninum anount of capital and surplus required of
a capital stock company under Sections 841. 054, 841.204, 841. 205,
841. 301, and 841.302. (New.)




Revisor's Note
Section 882.451 is added to the revised
law to clarify the applicability of certain
provi sions of this subchapter. See Revisor's
Note (3) to Section 882.001.
Revi sed Law
Sec. 882.452. TYPE OF PCLICY AUTHORI ZED. A mutual life
i nsurance conpany may issue a policy only on the participating
plan with dividends payabl e annually as provided by Subchapter H
(V.T.1.C Art. 11.13 (part).)
Source Law

Art. 11.13. . . . they shall issue no
policies except upon the participating plan
wi t h dividends payabl e annual |y as provi ded
in this chapter

Revi sor's Note
V.T.1.C. Article 11.13 refers to the
paynent of dividends "as provided in this
chapter." The relevant portions of this
chapter that relate to the paynent of
di vidends are revised in Subchapter H  The
revised law is drafted accordingly.
Revi sed Law
Sec. 882.453. POLICY FORM An insurance policy issued by a
nmutual |ife insurance conmpany nust:
(1) be on a form approved by the departnent; and
(2) <contain the follow ng statenent on both the front
and reverse sides of the policy: "The formof this policy is
approved by the Texas Departnment of Insurance.” (V.T.I.C
Art. 11.13 (part).)

Source Law

Art. 11.13. . . . the formof al
policies issued by any such conpany shall be
approved by the Board of Insurance
Conmi ssioners, and all such policies shal
have plainly printed on both the face and the
reverse sides thereof the words, "The form of
this policy is approved by the Board of
| nsurance Comm ssioners of the State of
Texas," and .

Revi sed Law
Sec. 882.454. LIM TATI ON ON AMOUNT OF PCOLI CY VALUE FOR
CERTAIN COWANI ES. If the total amount of a nutual |ife insurance
conpany's insurance in force is less than $10 nmillion, the




conpany may not issue a policy that, after deducting any
rei nsurance, binds the conpany for nore than $5,000 on a single
life. (V.T.I.C Art. 11.13 (part).)

Source Law

Art. 11.13. . . . No such conpany shal
i ssue any policy or policies by which, after
deducting reinsurance, if any, it shall be
bound for nore than Five Thousand ($5, 000. 00)
Dol I ars upon any one life at any tine when
the total amount of its insurance in force is
| ess than Ten MI1lion ($10, 000, 000. 00)
Dol | ar s.

Revi sed Law
Sec. 882.455. TABLE OF GUARANTEED VALUES. (a) Each
i nsurance policy issued by a nutual |ife insurance conpany mnust
contain a table of guaranteed values. The guaranteed val ues
becone nonforfeitable not |ater than the date of paynent of the
third full annual prem um
(b) The table of guaranteed values shall be drawn in
accordance with the | aw governing |ife, health, and acci dent
i nsurance conpanies. (V.T.1.C Art. 11.14.)
Source Law

Art. 11.14. Each policy issued by such
conpany shall contain a table of guaranteed
val ues, which shall becone non-forfeitable
not | ater than upon the paynent of the third
full annual premum such tables of val ues
shall be drawn in accordance with the | aw
governing life, health and accident insurance
conpani es.

[ Sections 882. 456-882. 500 reserved for expansion]

SUBCHAPTER K. TOTAL ASSUMPTI ON REI NSURANCE AGREEMENTS
Revi sed Law

Sec. 882.501. TOTAL ASSUMPTI ON REI NSURANCE AGREEMENTS
BETWEEN LI FE | NSURANCE COVWPANI ES. (a) A donestic mutual life
i nsurance conpany and any ot her donestic or foreign life
i nsurance conpany may enter into a total assunption reinsurance
agreenent if the conpany assum ng the policies under the
agreenent is authorized to engage in the kinds of insurance
provi ded by those policies.

(b) Before a total assunption reinsurance agreenent nay be
entered into:

(1) the agreenent nust be submitted to the departnent;




and

(2) the conm ssioner nust approve the agreenent as
fully protecting the interests of each donestic conpany's
pol i cyhol ders.

(c) After an assunption reinsurance agreenent in which the
cedi ng conmpany is a donestic nmutual insurance conpany is approved
by the conm ssioner as required by Subsection (b), the agreenent
nmust be approved by the policyholders of the ceding donestic
conpany in the sanme manner as required for a nerger or
consol i dati on under Subchapter L

(d) When the reinsurance agreenent described by Subsection
(c) is effective, the assum ng conpany is entitled to the sane
rights, privileges, and benefits granted a conpany that assunes a
conpany by merger or consolidation as provided by Subchapter L
(V.T.1.C. Art. 11.21.)

Source Law

Art. 11.21

Sec. 1. Total direct reinsurance
agreenents nmay be nmade and entered into
bet ween any donestic nutual life insurance
conpany and any other life insurance conpany,
donmestic or foreign, provided: (a) the
assum ng conpany is authorized to transact
t he ki nds of insurance provided by the
policies assunmed; and (b) no total direct
rei nsurance agreenent shall be nmade until the
contract therefor has been submtted to and
approved by the Conm ssioner of |nsurance as
protecting fully the interests of the
pol i cyhol ders of any donestic insurer.

Sec. 2. Total direct reinsurance
agreenents, whereby all policies of any
cedi ng domestic nutual |ife insurance
conpany, are totally assuned by anot her
conpany, must first be so approved by the
Comm ssi oner of Insurance and thereafter by
such affected policyholders of the donestic
conpany in |like node and nmanner as is
requi red under the provisions of Article
11.20 of this Chapter of this Code for
pol i cyhol der approval of a nerger or
consol idati on agreenent. Upon consunmati on
of any such total direct reinsurance
agreenent, the assum ng conpany shall be
entitled to all the rights, privileges and
benefits accorded under Section 7, of Article
11.20 of this Chapter of this Code, the sane



as though such business had been assuned by
mer ger or consolidation.

Revisor's Note

V.T.1.C. Article 11.21 refers to "total
direct reinsurance." The revised | aw
substitutes the phrase "total assunption
rei nsurance" for "total direct reinsurance”
because, in context, the terns are synonynous
and "total assunption reinsurance"” is nore
commonl y used.

[ Sections 882.502-882. 550 reserved for expansion]
SUBCHAPTER L. MERGERS AND CONSOLI DATI ONS

Sec. 882.551.

Revi sed Law
APPLI CABI LI TY OF SUBCHAPTER. Thi s subchapt er

applies only to a nerger or consolidation in which at |east one
of the parties to the transaction is a nutual life insurance
conpany. (V.T.I.C Art. 11.20, Sec. 9 (part).)

Sec. 882.552.
or foreign mutual

Source Law

Sec. 9. The provisions of this Article
shall only apply to nergers and
consolidations in which at | east one of the
parties thereto is a nutual life insurance

conpany.

Revisor's Note

Section 9, V.T.1.C. Article 11.20, in
part provides that a nmerger or consolidation
bet ween at | east two stock insurance
corporations is governed by V.T.I.C. Article
21.25. The revised law onmits the provision
as unnecessary because V.T.1.C Article
21.25, revised as Chapter 824 of this code,
provi des sufficient authority as to the
applicability of that law to nergers and
consol i dati ons between stock insurance
corporations. The omtted | aw reads:

Sec. 9. . . . Mergers and
consol i dati ons between two or nore stock
i nsurance corporations in which no nutual
life insurance conpany is a party thereto
shal | be governed by Article 21.25 of this
Code.

Revi sed Law
AUTHORI TY TO MERGE OR CONSOLI DATE. A donestic

life insurance conpany may nerge with a



donmestic or foreign nutual or stock |egal reserve |life insurance
conpany or consolidate into a new donestic or foreign nutual or
stock life insurance conpany as provided by this subchapter.
(V.T.1.C. Art. 11.20, Sec. 1.)

Source Law

Art. 11.20

Sec. 1. Any domestic or foreign nutua
life insurance conpany may nerge with any
nmut ual or stock | egal reserve life insurance
conpany, donmestic or foreign, or consolidate
into either a new nutual or stock life
i nsurance conpany, donestic or foreign, by
conpliance with the procedures provided in
this Article.

Revi sed Law
Sec. 882.553. PROPOSED PLAN OF MERGER OR CONSOLI DATI ON;
FILING WTH COW SSIONER. (a) If the boards of directors of at
| east two life insurance conpanies determ ne by majority vote to
nmerge or consolidate, the boards of directors shall prepare a
proposed plan of merger or consolidation. The plan may contain:
(1) a future allocation of divisible surplus; or
(2) any other fair arrangenent by which any equitable
interests of the nmutual life insurance conpany's policyhol ders
may be adj ust ed.
(b) The boards of directors shall file the proposed plan
with the comm ssioner for approval. (V.T.I.C Art. 11.20, Sec.
2.)

Source Law

Sec. 2. Wen it shall be determ ned by a
majority vote of the Board of Directors,
respectively, of two or nore of such life
i nsurance conpani es, at |east one of which
must be a nutual life insurance conpany, to
either merge or consolidate, said Boards of
Directors shall prepare a plan of nerger or
consolidation, as the case may be, and file
such plan with the Conm ssioner of |nsurance
for approval. Such plan may contain
provi sions for future apportionnent of then
exi sting or prospective accumul ations, or
both, of divisible surplus, or any other
equi tabl e arrangenent, whereby the equitable
interests, if any, of affected policyhol ders
of the mutual |ife insurance conpany may be
adj ust ed.



Revi sor's Note
Section 2, V.T.1.C. Article 11. 20,
states that at |east one of the nmerging or
consol idating conpani es nust be a nutual life
i nsurance conpany. The revised law omts
this statenent as unnecessary because under
Section 9, V.T.1.C. Article 11.20, revised in
part as Section 882.551, this subchapter only
appl i es when at | east one of the nmerging or
consolidating conpanies is a nmutual life
i nsurance conpany.
Revi sed Law
Sec. 882.554. HEARI NG ON PLAN. As soon as practicable after
a proposed plan is filed with the conm ssioner, the comr ssioner
shall hold a hearing to determ ne whether to approve the plan.
(V.T.1.C Art. 11.20, Sec. 3 (part).)
Source Law

Sec. 3. As soon as practicable after
such filing, the Conm ssioner of |nsurance
shall hold a hearing on the question of
whet her he shoul d approve such plan.

Revi sed Law
Sec. 882.555. COW SSI ONER DETERM NATI ON ON PLAN. (a) As
soon as practicable after the comm ssioner holds a hearing on a
proposed plan under Section 882.554, the comm ssioner shal
approve the plan unless the comm ssioner determ nes that:
(1) the plan is contrary to |law, or
(2) inplenmentation of the plan:
(A) would not be in the best interests of the
pol i cyhol ders of any nutual |ife insurance conpany that is a
party to the plan; or
(B) would substantially reduce the security of or
service to be rendered to policyholders of any nmutual insurance
conpany that is a party to the plan, regardl ess of whether the
policyholders reside in this state or el sewhere.
(b) In determ ning whether to approve a proposed plan, the
conmi ssi oner may consider all relevant financial or other
i nformation, including past, present, and future operations and
accunul ati ons of each conpany that is a party to the plan.
(c) If the conm ssioner approves the proposed plan, the
conmi ssi oner shall notify each party to the plan of the approval.
(d) If the conm ssioner disapproves the proposed plan, the
conmi ssioner shall, within a reasonable tinme after holding a
heari ng under Section 882.554:
(1) specify in detail each reason for the disapproval;

and



Art.

(2) notify each party to the plan. (V.T.1.C

11. 20, Sec.

3 (part).)

Source Law

Sec. 3. . . . As soon as practicable
after such hearing, said Conm ssioner shal
approve such plan unless he finds that such
pl an:

(1) 1is contrary to law, or

(2) effectuation of such plan
woul d not be in the best interest of the
pol i cyhol ders of any nutual |ife insurance
conpany which is a party to such plan, or

(3) effectuation of such plan
woul d substantially reduce the security of or
service to be rendered to policyhol ders,
whet her residents of this state or el sewhere,
of any nmutual insurance conpany which is a
party to such plan.

I n maki ng such decision, the
Conmi ssi oner of Insurance may consider al
facts, elenents, matters and financi al
conditions relating thereto, including but
not limted to past, present and prospective
operations and accunul ati ons of said
conpani es desiring to nerge or consolidate.

| f the Conmm ssioner of |nsurance
di sapproves such plan, he shall within a
reasonable tinme after such hearing specify in
detail his reasons therefor and so notify al
of the parties to such plan. |If the
Conmi ssi oner of Insurance approves such plan,
he shall so notify all of the parties
t her et o,

Revi sor's Note

Section 3, V.T.1.C. Article 11. 20,
refers to information relating to certain
i nsurance conpani es, including but not
limted to past, present, and prospective
operations and accunul ati ons of the
conpanies. The revised law omts "but not
limted to" as unnecessary because Section
311.005(13), Governnent Code (Code
Construction Act), applicable to the revised
| aw, provides that "includes" and "i ncl udi ng"
are ternms of enlargenment and not of
[imtation and do not create a presunption




t hat conponents not expressed are excl uded.
Revi sed Law

Sec. 882.556. APPROVAL OF PLAN BY POLI CYHOLDERS. (a) As
soon as practicable after receiving fromthe comm ssioner notice
of approval of a proposed plan under Section 882.555, the board
of directors of each nutual life insurance conpany that is a
party to the plan shall submt the plan to the policyhol ders for
a vote at an annual or special neeting.

(b) Not later than the 15th day before the date of the
nmeeti ng, the conmpany shall provide witten notice of the neeting
to the policyholders as provided by the conmpany's byl aws. The
noti ce nust:

(1) be sent to the policyholder's | ast known address;
(2) state that one of the purposes of the neeting is
to vote on the proposed plan; and
(3) be acconpanied by a copy of the proposed pl an.
(c) At a neeting under Subsection (a), each policyhol der:
(1) is entitled to the nunber of votes as provided by
Section 882.155; and
(2) may vote:
(A) in person;
(B) by witten proxy; or
(C© by mailed ballot.

(d) A proposed plan is approved by the policyhol ders on the
affirmative vote of at |least two-thirds of the votes cast at the
meeting. (V.T.1.C. Art. 11.20, Secs. 3 (part), 4, 5 (part).)

Source Law

Sec. 3. . . . [If the Conm ssioner of
| nsurance approves such plan, he shall so
notify all of the parties thereto,] whereupon
each board of directors of each conpany party
thereto shall proceed to submt such plan for
adoption or rejection to its respective
policyholders or . . . as hereinafter
provi ded.

Sec. 4. As soon as practicable after
recei pt of notice of approval of a plan of
merger or consolidation to which a conmpany is
a party, each nmutual life insurance conpany
which is a party thereto shall cause such
plan to be submitted to a vote of its
policyhol ders at a neeting thereof, which
nmeeting may be either an annual or a special
nmeeting. Witten or printed notice shall be
given to each policyhol der, addressed to his
| ast known address, in accordance with the
appl i cabl e byl aws, but not less than fifteen



(15) days before such neeting. And each such
notice shall specifically state that at | east
one of the purposes of such neeting is to
vote upon such plan, a copy of which shal
acconpany such notice. At each such neeting
of policyhol ders of a donmestic mutual life

i nsurance conpany which is a party to such

pl an, each policyholder shall (i) be entitled
to a nunber of votes determ ned as provi ded
in Article 11.04 of this Chapter of this
Code, and (ii) nmay vote in person, by proxy

t o whonever the policyhol der may designate in
witing, or by mailed ballot. The plan of
merger or consolidation shall be considered
approved by the policyhol ders of such conpany
upon receiving the affirmati ve vote of at

| east two-thirds (2/3) of the votes cast at
such nmeeting on such question.

Sec. 5. (a) . . . [the required
approval of such plan] (i) by the
pol i cyhol ders of each donmestic nutual life
i nsurance conpany which is a party to such

pl an,

Revi sed Law
Sec. 882.557. DOVESTI C STOCK LI FE | NSURANCE COVPANY;

APPROVAL OF PLAN BY SHAREHOLDERS. On notice of approval of a
proposed plan under Section 882.555, the board of directors of
each donmestic stock life insurance conpany that is a party to
the plan shall submt the plan for approval to the conpany's
sharehol ders in the manner provided by Section 824.003.
(V.T.1.C. Art. 11.20, Secs. 3 (part), 5(a) (part).)

Source Law

Sec. 3. . . . [If the Conm ssioner of
| nsurance approves such plan, he shall so
notify all of the parties thereto,] whereupon
each board of directors of each conpany party
thereto shall proceed to submt such plan for
adoption or rejection to its .

shareholders, . . . as hereinafter provided.
Sec. 5. (a) . . . [the required
approval of such plan] . . . (ii) by the

shar ehol ders of each domestic stock life
i nsurance conpany which is a party to such
plan in |like node and nmanner as is required
under Section 2 of Article 21.25 of this



Code, and .

Revi sed Law
Sec. 882.558. FOREI GN LI FE | NSURANCE COMPANY:; APPROVAL OF

PLAN BY POLI CYHOLDERS OR SHAREHOLDERS. On notice of approval of a

proposed plan under Section 882.555, the board of directors of
each foreign life insurance conpany that is a party to the plan
shall submt the plan for approval to the conpany's policyhol ders
or sharehol ders as provided by the |law of the appropriate
jurisdiction. (V.T.1.C. Art. 11.20, Secs. 3 (part), 5(a) (part).)
Source Law

Sec. 3. . . . [If the Conm ssioner of
| nsurance approves such plan, he shall so

notify all of the parties thereto,] whereupon
each board of directors of each conpany party

thereto shall proceed to submt such plan for
adoption or rejection to its respective
pol i cyhol ders or sharehol ders, as the case
may be, as hereinafter provided.

Sec. 5. (a) . . . [the required
approval of such plan] . . . (iii) if one or
nore foreign life insurance conpanies is a
party thereto, upon the approval thereof by
its policyholders or shareholders, as the
case may be, in conpliance with such foreign
law or | aws as may be applicable thereto,

Revi sed Law

Sec. 882.559. FILING OF AFFI DAVI T OF PLAN APPROVAL;
| SSUANCE OF CERTI FI CATE OF MERGER OR CONSCLI DATION. (a) On the
approval of a proposed plan under Section 882.556, 882.557, or
882.558, the president or a vice president and the secretary or
an assistant secretary of each conpany that is a party to the
pl an shall execute and file with the departnent an affidavit
stating that the plan has been approved by the policyhol ders or
shar ehol ders of the conpany as required by this subchapter.

(b) If the departnent finds that the affidavit conplies
with | aw, the departnment shall

(1) endorse the affidavit with

(A the word "filed"; and
(B) the date of filing;

(2) if the plan is a plan of nerger, issue a
certificate of nmerger to the surviving conpany or the conpany's
representative; and

(3) if the plan is a plan of consolidation, issue a




certificate of consolidation to the new conpany on the issuance
of a charter and a certificate of authority to the new conpany
after:

(A) subm ssion of proper articles of
i ncorporation to the departnent;

(B) approval by the departnment in accordance with
procedures required for the issuance of a new charter; and

(© subm ssion of proof that the new conpany has
pol i cyhol der surplus at |east equal to that of the nutual life
i nsurance conpany that is a party to the consolidation and has
the largest surplus. (V.T.1.C Art. 11.20, Secs. 5(a) (part),
(b).)

Source Law

Sec. 5. (a) Upon the required approval
of such plan . . . the president or a
vi ce-president and the secretary or an
assi stant secretary of each conpany which is
a party to such plan shall execute and file
wi th the Conmm ssioner of |nsurance an
affidavit that such plan has been approved as
herei n required.

(b) If the Conm ssioner of Insurance
finds that such affidavit confornms to | aw, he
shal | endorse thereon the word "Filed," and
the date of filing thereof; and

(1) if the plan be a plan of
nmerger, the Conm ssioner shall then execute
and deliver a Certificate of Merger to the
surviving conpany or its representative; or

(2) if the plan be a plan of
consol i dation, the Comm ssioner shall execute
and deliver a Certificate of Consolidation to
t he new conpany when such new conpany shal
be issued a charter and |icense upon
subm ssi on of proper articles of
i ncorporation to the Conm ssioner of
| nsurance, and upon his approval in
accordance with the procedure required for
t he i ssuance of a new charter, and proof that
t he new conpany has surplus as regards
pol i cyhol ders of not | ess than the surplus as
regards policyhol ders of the nutual life
i nsurance conpany involved in such nerger or
consol idation having the | argest surplus.

Revi sor's Note
(1) Section 5(b), V.T.I1.C. Article




11. 20, refers to the execution and delivery
of a certificate of nerger. Throughout this
subchapter, the revised | aw substitutes
"issue" for "execute and deliver" to provide
for consistent use of term nol ogy throughout
t he I nsurance Code.
(2) Section 5(b), V.T.I1.C. Article
11. 20, refers to the issuance of a "charter
and license.” The revised | aw substitutes
"certificate of authority” for "license"
because "certificate of authority" is the
termused throughout this code in relation to
an entity's authority to engage in business.
Revi sed Law
Sec. 882.560. EFFECTIVE DATE OF MERGER OR CONSOLI DATION. A
merger or consolidation takes effect on the later of:
(1) the date of issuance of the certificate of nerger
or consolidation; or
(2) a date specified in the plan of nerger or
consolidation. (V.T.I.C Art. 11.20, Sec. 6.)
Source Law

Sec. 6. Upon the issuance by the
Conmi ssioner of a Certificate of Merger or
Consol i dation, as the case may be, the nerger
or consolidation referred to in such
certificate shall thereupon be deened
effective unl ess sone subsequent date be
specifically stated as the effective date
thereof in the plan therefor.

Revi sed Law
Sec. 882.561. ASSUWMPTI ON OF OUTSTANDI NG | NSURANCE PCLI Cl ES.
(a) On the effective date of a nmerger or consolidation under
this subchapter, a new or surviving |life insurance conpany
resulting fromthe nmerger or consolidation assunes each insurance
pol i cy outstandi ng agai nst each conpany that nerges or
consol idates on the sane ternms and under the same conditions as
if the policy had continued in force through the original
conpany.
(b) The new or surviving insurance conpany shall inplenent
the ternms of the policy.
(c) The new or surviving insurance conpany is entitled to:
(1) all rights and privil eges under the policy; and
(2) all reserves and surplus that accunul ated on the
policy before the nerger or consolidation.
(d) A policyholder of a nmutual life insurance conpany that
is a party to a nerger or consolidation resulting in a new or




surviving stock life insurance conpany is not entitled to any
voting rights in the new or surviving conpany. (V.T.1.C
Art. 11.20, Sec. 7 (part).)

Sec. 882.562.

Source Law

Sec. 7. As of the tine that such nerger

or consolidation is deenmed effective:
(1) Al policies of insurance

out st andi ng agai nst any conpany so nerged or
consol idated shall be deened to be assuned by
the new or surviving life insurance conpany
on the same terns and under the sane
conditions as if such policies had continued
in force against the original issuer thereof
and the new or surviving conpany shall carry
out the ternms of such policies and be
entitled to all the rights and privil eges
t hereof and the reserves and surplus
accunul ati ng on such policy prior to such
nmerger or consolidation, with the exception
that policies in a nutual life insurance
conpany shall not be entitled to any voting
privileges or rights in a new or surviving
stock life insurance conpany, if that is the
ci rcunst ance.

Revi sed Law
ASSUMPTI ON OF LIABILITIES. On the effective

date of a nmerger or consolidation under this subchapter, a new or
surviving life insurance conpany resulting fromthe nerger or
consolidation assunes all liabilities of the original conpanies.
(V.T.1.C Art. 11.20, Sec. 7 (part).)

Sec. 882. 563.

Source Law

Sec. 7. As of the tine that such nerger
or consolidation is deened effective:

(2) . . . simultaneously therewith
the surviving or new |life insurance conpany
shall be deened to have assuned all of the
liabilities of the nmerged or consolidated
conpani es;

Revi sed Law
EFFECT OF MERGER OR CONSOLI DATI ON ON

PROPERTY. On the effective date of a merger or consolidation



under this subchapter, the property rights, including any right
of recovery, of each conpany that is a party to the nerger or
consolidation are transferred to the new or surviving life
i nsurance conpany resulting fromthe nmerger or consolidation
wi t hout a deed or other transfer. (V.T.1.C Art. 11.20, Sec. 7
(part).)

Source Law

Sec. 7. As of the tine that such nerger
or consolidation is deened effective:

(2) Al the rights, franchises and
interests of the conpanies so nerged or
consolidated, in and to every species of
property, real, personal and m xed, and the
things in action thereunto bel ongi ng, shal
be deened as transferred to and vested in the
surviving or new |life insurance conpany,
wi t hout any other deed or transfer, and

Revi sor's Note

(1) Section 7, V.T.1.C. Article 11.20,
refers to the "rights, franchises and
interests” of conpanies "in and to every
speci es of property, real, personal and
m xed." The revised law omts "franchises”
and "interests" because in context the
meani ng of each termis included in the
meani ng of "rights.” The revised |aw al so
omts "real, personal and m xed" because
under Section 311.005(4), CGovernnent Code
(Code Construction Act), applicable to the
revised law, the term "property" includes
real and personal property.

(2) Section 7, V.T.1.C. Article 11.20,
refers to "things in action" in relation to
property rights. The revised | aw substitutes
"right of recovery" for "things in action”
because the phrases are synonynous in context
and the forner is nore nodern and nore
commonl y used.

Revi sed Law
Sec. 882.564. EFFECT OF MERGER OR CONSCLI DATI ON ON CERTAI N
| NVESTMENTS. (a) This section applies to each investnent of an
affected life insurance conpany, including an investnent in real
property, that:
(1) was authorized as a proper asset, as of the date




on which the investnent was nmade and under the |laws of the state
in which the conpany was organi zed, for investnent of funds of a
life insurance conpany; and

(2) is taken over by the new or surviving conpany
under the terns of the nmerger or consolidation.

(b) On the effective date of a nerger or consolidation of
two or nore life insurance conpani es under this subchapter, an
i nvestnment of the affected conpani es described by Subsection (a)
is a proper asset under the laws of this state of the new or
surviving conpany if the investnent is:

(1) approved by the conm ssioner; and
(2) taken over on terns satisfactory to the
conmi Ssi oner .

(c) A new or surviving conpany that acquires, under the
terms of the nmerger or consolidation, real property that exceeds
t he amount of real property permtted by the applicable sections
of this code relating to owning or holding real property shal
sell or dispose of the excess real property:

(1) wthin the period specified by those sections; or
(2) wthin a longer period if the conpany obtains a
certificate fromthe conm ssi oner
(A) stating that the interests of the conpany
will materially suffer by the forced sale or other disposition of
the real property; and
(B) specifying the longer period for the sale or
ot her disposition of the real property.

(d) This section does not preclude the designation and use
of the excess real property as branch offices of the conpany in
accordance with this code. (V.T.1.C. Art. 11.20, Sec. 7 (part).)

Source Law

Sec. 7. As of the tine that such nerger
or consolidation is deened effective:

(3) Al investnments of each life
i nsurance conpany which was a party to such
nmerger or consolidation that were authorized
when made by the laws of the state in which
such life insurance conpany was organi zed, as
proper securities or assets, including real
property, for investnment of the funds of such
life insurance conmpany and which investnents
are taken over by the surviving or new
conpany by virtue of such nerger or
consol i dati on under the provisions of this
Article, shall be, under the laws of this
state, considered as valid securities or
assets, including real property, of such new



or surviving conpany, provided such

i nvestnents are approved by the Comm ssioner
of Insurance in this state, and the sanme are
taken over on terns satisfactory to said
Conmi ssi oner; provided, however, that in the
event the new or surviving conmpany acquires
by virtue of such nerger or consolidation
real estate or property beyond or in excess
of that permtted by the applicable Articles
pertaining to owing or holding real estate,
such conpany shall sell or dispose of al
such excess real estate within the tinme
specified in such applicable Articles unless
it shall procure a certificate fromsaid
Comm ssioner that the interest of such
conpany will materially suffer fromthe
forced sale or disposition thereof, in which
event the tinme for the sale or disposition

t hereof may be extended to such tine as the
Comm ssi oner of Insurance shall direct in
such certificate. Provided further, that
this Section will not preclude the

desi gnati on and use of such acquired excess
real estate as branch offices in accordance
with the applicable provisions of this Code.

Revi sor's Note
Section 7, V.T.1.C. Article 11. 20,

refers to "securities or assets” of a life

i nsurance conpany. The revised law omts

"securities" because in context its neaning

is included in the neaning of "assets."

Revi sed Law
Sec. 882.565. EFFECT OF MERGER OR CONSOLI DATI ON ON
Dl VI SI BLE SURPLUS. (a) This section applies only to a nutual
life insurance conmpany that is a new conpany or the surviving
conpany resulting froma nerger or consolidation under this
subchapt er
(b) If the divisible surplus of each donestic nutual life

i nsurance conpany that is a party to a nmerger or consolidation
under this subchapter was available for allocation to
pol i cyhol ders as provided by Subchapter H imedi ately before the
effective date of the merger or consolidation, the divisible
surplus remains available to the policyhol ders of the new or
surviving nutual |ife insurance conpany resulting fromthe nerger
or consolidation as provided by Subchapter H (V.T.1.C
Art. 11.20, Sec. 7 (part).)




Source Law

Sec. 7. As of the tine that such nerger
or consolidation is deened effective:

(4) In those cases where the
surviving or new conpany follow ng a merger

or consolidation is a nmutual life insurance
conpany, the divisible surplus of each
donmestic nutual life insurance conpany which

is a party to such nmerger or consolidation
whi ch was avail abl e for apportionnent to

pol i cyhol ders in accordance with the
provisions of Article 11.12 of this Chapter
of this Code inmmediately prior to the

ef fectiveness of such merger or consolidation
shall continue to be available to the

pol i cyhol ders of the surviving or new nutual
life insurance conpany in accordance with the
provi sions of such Article.

Revi sed Law
Sec. 882.566. EFFECT ON ANTI TRUST LAWS. Thi s subchapter
does not affect in any manner the antitrust laws of this state.
(V.T.1.C. Art. 11.20, Sec. 8.)
Source Law

Sec. 8. Nothing herein shall be
construed as affecting, nodifying, anmending,
or repealing in any manner the Anti-Trust
Statutes of this state.

Revi sor's Note
Section 8, V.T.1.C. Article 11.20,
states that the article my not be "construed
as affecting, nodifying, anmending, or
repeal i ng" Texas antitrust laws. The revised
law omts "nodi fying," "anmending," and
"repeal i ng" because the neani ng of each of
those ternms is included in the neaning of
"affecting.”
[ Sections 882.567-882. 600 reserved for expansion]
SUBCHAPTER M CONVERSI ON OF MUTUAL LI FE | NSURANCE COVPANY
TO STOCK LEGAL RESERVE LI FE | NSURANCE COMPANY
Revi sed Law
Sec. 882.601. AUTHORITY TO CONVERT TO STOCK LEGAL RESERVE
LI FE | NSURANCE COVPANY; POLI CYHOLDER AUTHORI ZATI ON REQUI RED. A
mutual |ife insurance conpany organi zed under this chapter may




convert to a stock legal reserve life insurance conpany as
provi ded by this subchapter only if the conversion is approved by
t he policyholders by a vote of at |east two-thirds of the votes
cast by the policyholders in person or by proxy at a neeting
called for that purpose. (V.T.1.C. Art. 11.01, Sec. 2(c)
(part).)

Source Law

(c) Any nutual life insurance conpany
organi zed or operating under the provisions
of Chapter 11 of this Code may convert into a
stock legal reserve |life insurance conpany
subject to the follow ng conditions:

2. Such conversion shall only be
made upon receiving the affirmative vote of
at least two-thirds (2/3) of the votes cast
in person or by proxy by the policy hol ders
of such conpany at a neeting called for such
pur pose.

Revi sed Law

Sec. 882.602. AMENDMENT TO CHARTER OR ARTI CLES OF
| NCORPORATI ON REQUI RED. If the policyholders of a nutual life
i nsurance conpany aut horize a conversion under Section 882.601,
t he board of directors and officers of the conpany shall anmend
t he conpany's charter or articles of incorporation to conply with
the requirenents applicable to a stock |egal reserve life
i nsurance conpany under Chapter 841. (V.T.1.C Art. 11.01, Sec.

2(c) (part).)

Source Law

(c)

2. . . . Pursuant to such policy
hol der aut horization, the Board of Directors
and officers of such nutual |egal reserve
life insurance conpany shall anmend its
exi sting charter or articles of incorporation
so as to conply with the requirenments of
Article 3.02 of this Code, as
anmended;

Revi sor's Note

Section 2(c), V.T.1.C. Article 11.01,
provi des that on policyhol der authorization
for a conversion to a stock |egal reserve
life insurance conpany, the charter or
articles of incorporation of a mutual life




i nsurance conpany nust be anended to satisfy
the requirements of V.T.I.C. Article 3.02.
Article 3.02, revised as part of Chapter 841,
establ i shes sone of the requirenents
applicable to a stock legal reserve life
i nsurance conpany. Under the portion of
Section 2(c) revised as Section 882.606, the
converted conpany is generally subject to the
same provisions as a conpany organi zed under
Chapter 841. The revised lawis drafted
accordingly.
Revi sed Law
Sec. 882.603. CAPITAL AND SURPLUS REQUI REMENTS. (a) The
capital and surplus of the converted stock |egal reserve life
i nsurance conpany nust be at |east equal to the mninmum capital
and surplus required for the organi zation of a stock | egal
reserve life insurance conpany under Chapter 841
(b) If a contribution of United States currency is
necessary to nmeet the capital and surplus requirenents of this
section, the contribution nust be nade before the effective date
of the conversion. (V.T.1.C Art. 11.01, Sec. 2(c) (part).)
Source Law

(c) -
1. The capital and surplus of such
converted stock | egal reserve life insurance
conpany shall be not |ess than the m ni mum
capital and surplus required for the

organi zation of a stock legal reserve life

i nsurance conpany under the provisions of
Chapter 3 of this Code, as anended, and if
necessary in order to neet such m nimm

capi tal and surplus requirenents,
contributions of cash of the United States
shall be made prior to the effective date of
such conversion

Revi sor's Note

Section 2(c), V.T.1.C. Article 11.01,
refers to Chapter 3 of the Insurance Code.
The pertinent portions of Chapter 3, relating
to the m nimum capital and surplus required
for stock | egal reserve life insurance
conpani es, are revised in Chapter 841. The
revised law is drafted accordingly.

Revi sed Law
Sec. 882.604. HEARING (a) After public notice, the




conmmi ssi oner shall hold a hearing on a conversion authorized
under Section 882. 601.

(b) Any policyholder of the nutual |ife insurance conpany
that is the subject of the conversion is entitled to appear and
be heard at the hearing. (V.T.1.C Art. 11.01, Sec. 2(c) (part).)

Source Law

(c)

3. . . . followng public notice
and hearing at which any policy hol der shal
have the right to appear and be
heard,

Revi sed Law
Sec. 882.605. CONVERSI ON ON COW SSI ONER APPROVAL. A rmut ual
life insurance conmpany is converted to a stock legal reserve life
i nsurance conpany if:
(1) the conpany conmplies with this subchapter; and
(2) after hearing, the conversion is approved by the
comm ssioner. (V.T.1.C. Art. 11.01, Sec. 2(c) (part).)
Source Law

(c) -
3. Upon conpliance with the
provi si ons hereof and approval of the
proposed conversion by the Conm ssi oner of

| nsurance, . . . such nutual life insurance
conpany shall be and becone a | egal reserve
stock life insurance conpany;

Revi sed Law
Sec. 882.606. APPLI CABLE LAW AFTER CONVERSI ON. After a
mutual |ife insurance conpany is converted to a stock | ega
reserve life insurance conpany, the converted conpany is governed
in the sane manner as a conpany organi zed under Chapter 841
(V.T.1.C. Art. 11.01, Sec. 2(c) (part).)
Source Law

(c) -
4. Fromand after the date of such
conversion such stock | egal reserve life

i nsurance conpany shall be governed by the
provi sions of Chapter 3 of this Code, as
amended, except as otherw se herein provided.

Revi sor's Note
Section 2(c), V.T.1.C. Article 11.01,




states that a nutual l|ife insurance conpany
t hat converts to a stock legal reserve life
i nsurance conpany is governed by V.T.1.C.
Chapter 3 "except as otherw se herein
provided." To accurately reflect the intent
of the legislature, the revised law refers to
the | aw governing a conpany organi zed under
Chapter 841. Chapter 841 revises the
provi sions of Chapter 3 relating to the
organi zation of a stock legal reserve life
i nsurance conpany. The revised |aw al so
omts the quoted | anguage as unnecessary
because the |l aw revised as this chapter does
not provide for any exceptions.
Revi sed Law
Sec. 882.607. OTHER TYPES OF CONVERSI ON NOT PROHI BI TED.
Thi s subchapter does not prohibit a mutual |ife insurance conpany
fromconverting to a stock legal reserve |life insurance conpany

by:

(1) nerger or consolidation;
(2) a total direct or assunption reinsurance
agreenent; or
(3) any other plan or procedure approved by the
conpany's policyhol ders and the conm ssioner. (V.T.1.C
Art. 11.01, Sec. 2(c) (part).)
Source Law

(c) -
2. . . . provided that nothing
contai ned herein shall be deened to prohibit
such conpany fromconverting to a stock | ega
reserve life insurance conpany by nerger or
consolidation, by a total direct or
assunption reinsurance agreenment or by such
ot her plan or procedure as nay be approved by
the policy holders and the Conmi ssioner of

| nsur ance;

[ Sections 882. 608-882. 650 reserved for expansion]

SUBCHAPTER N. CONVERSI ON OF CERTAI N MJUTUAL ASSESSMENT
COVPANI ES OR ASSOCI ATI ONS TO MUTUAL LI FE | NSURANCE COMPANI ES
Revi sed Law
Sec. 882.651. AUTHORITY TO CONVERT. A nutual assessnent
conpany or association organized and operating under the |aws of
this state on May 17, 1943, may convert to a nmutual life
i nsurance conpany as provided by this subchapter. (V.T.I.C




Art.

11.10, Sec.

Sec.
require a mnutual

a nut ual

Art.

11.10, Sec.

882. 652.

1 (part).)

Source Law

Sec. 1. . . . nmutual assessnent
conpani es and associ ati ons organi zed and
operating under the laws of this State on My
17, 1943 which desire to convert to a nutua
| egal reserve conpany, and .

Revi sor's Note

Section 1, V.T.1.C. Article 11.10,
refers to the conversion of a nutual
assessnment conpany that conplies with the
requirenments of V. T.I.C. Chapter 11, revised
as this chapter, to a "nutual |egal reserve
conpany.” V. T.I.C Chapter 11 governs nutua
life insurance conpani es. Throughout this
subchapter, the revised | aw substitutes
"mutual life insurance conpany” for "nutua

| egal reserve conpany" to provide for
consi stent use of term nology throughout this
chapter.
Revi sed Law
VOLUNTARY CONVERSI ON. The departnment nmay not

assessment conpany or association to convert to
[ife insurance conpany under this subchapter. (V.T.I.C

2 (part).)

Source Law

Sec. 2. Nothing in this article or in
the provisions of this chapter or Chapter 3
of this Code shall ever be construed to nean
that any of the associations or simlar
concerns, by whatsoever nanme or class
desi gnat ed, whether specifically named herein
or not, shall be required by the State Board
of Insurance to convert to nutual | ega
reserve conpanies as herein authorized unl ess
they voluntarily decide to do so; and .

Revisor's Note

Section 2, V.T.1.C. Article 11.10,
states that the article does not apply to a
nmut ual assessnent conpany or association

unl ess the company or association voluntarily
decides to convert to a nutual life insurance
conpany. The revised law onits this
statement as unnecessary because it is clear



Sec. 882.653.
by Section 882. 654,

fromSection 1, V.T.1.C. Article 11.10,
revised in relevant part as Section 882. 651,
that conversion to a nutual |ife insurance
conpany under this subchapter is voluntary
and that this subchapter applies only to a
conpany or association that decides to

convert to a nutual |ife insurance conpany.
The omtted | aw reads:
Sec. 2. . . . if such associations have

not heretofore voluntarily decided to cone
under this chapter, and if such associ ations
do not hereafter so voluntarily decide to
conme under this chapter, then this chapter
shall not in any way apply to any such
associ ati ons.

Revi sed Law
CONVERSI ON REQUI REMENTS. Except as provi ded
a nmutual assessnment conpany or associ ation

may convert to a nutual life insurance conpany only if the
conmpany or associ ation:
(1) possesses an unencunbered surplus of at |east $1.4

mllion; and

(2) conplies with the requirenents of this chapter
i ncluding the requirenents that the conpany or association

execute articles of

i ncorporation and obtain a charter and a

certificate of authority. (V.T.1.C. Art. 11.10, Sec. 1 (part).)

Source Law

Sec. 1. Except as provided by Section 3
of this article, [mutual assessnment conpanies
and associations . . . which desire to
convert to a nutual |egal reserve conpany,
and] qualify under Chapter 11 of the
| nsurance Code, shall be required at the tine
of conversion to be possessed of free surplus
of not less than One MIIlion Four Hundred
Thousand ($1, 400, 000.00) Dollars. |In order
to convert, such conpany shall conply with
the provisions of Articles 11.01 and 11.02 of
t he I nsurance Code, as anended, and .

Revisor's Note

Section 1, V.T.1.C. Article 11.10,
states that a company or associ ation nust
"conply with the provisions of Articles 11.01
and 11. 02" of the Insurance Code. For the
conveni ence of the reader, the revised | aw




specifically states the applicable
requirenents in those articles, which are the
requi renents that the conmpany or association
execute articles of incorporation and obtain
a charter and a certificate of authority.

Revi sed Law

Sec. 882.654. EXEMPTI ON FROM SURPLUS REQUI REMENTS. (a) A
nmut ual assessnment conpany or association is exenpt fromthe
surplus requirenents of Section 882.653 if the conpany or
associ ati on:

(1) possesses an unencunbered surplus of at |east
$200, 000; and

(2) <converted to a nutual |ife insurance conpany
bef ore Septenber 1, 1999.

(b) A nutual assessnent conpany or association that is
exenpt under Subsection (a) and that was converted on or after
Septenber 1, 1989, shall immediately increase its surplus to an
amount that satisfies Section 882.653 on:

(1) a change of control of at |east 50 percent of the
voting securities of the converted conpany or association; or

(2) if the converted conmpany or association or the
hol di ng conpany that controls the converted conpany or
association, if any, is not controlled by voting securities, a
change of at |east 50 percent of the ownership of the converted
conpany or association or its holding conpany.

(c) For purposes of Subsection (b), a transfer of ownership
because of death, regardl ess of whether the decedent died testate
or intestate, is not considered a change of control of a
converted nutual assessnent conpany or association or its hol ding
conpany, if ownership is transferred only to one or nore
i ndi vi dual s, each of whom woul d have been an heir of the decedent
if the decedent had died intestate. (V.T.1.C Art. 11.10, Sec.

3.)

Source Law

Sec. 3. (a) The requirenent under
Section 1 of this article that a nutual
assessnment conpany or association have a
surplus of at least One MIIlion Four Hundred
Thousand ($1, 400, 000. 00) Dol | ars does not
apply to a nmutual assessnent conpany or
associ ation that converts to a Chapter 11
conpany if:

(1) the nutual assessnment conpany
or association shall be possessed of free and
unencunbered surplus of at |east Two Hundred
Thousand ($200, 000. 00) Dol lars; and

(2) the conversion takes effect



bef ore Septenber 1, 1999.

(b) A nutual assessnent conpany or
association that is converted on or after
Septenber 1, 1989, and that has |ess than One
M1 lion Four Hundred Thousand ($1, 400, 000. 00)
Dol I ars surplus may continue to transact the
ki nd or kinds of insurance business for which
it has been issued a Texas certificate of
authority. However, a nutual assessnent
conpany or association that is converted on
or after Septenber 1, 1989, nust increase its
surplus to at least One MIIlion Four Hundred
Thousand ($1, 400, 000.00) Dol lars inmediately
after any change of control of the converted
nmut ual assessnent conpany or association or
any hol di ng conmpany controlling the converted
nmut ual assessment conpany or association if,
after August 31, 1989:

(1) there is a change of contro
of at |east 50 percent of the voting
securities of the converted conpany or
associ ation; or

(2) if the converted nutua
assessnment conpany or association or hol ding
conpany is not controlled by voting
securities, there is a change of at |east 50
percent of the ownership of the converted
nmut ual assessnent conpany or association or
hol di ng conpany.

(c) For the purpose of Subsection (b)
of this section, a transfer of ownership that
occurs because of death, irrespective of
whet her the decedent died testate or
intestate, may not be considered a change of
control of a converted nutual assessnent
conpany or association or change of control
of a hol ding conpany, if ownership is
transferred solely to one or nore natural
persons, each of whom would be an heir of the
decedent if the decedent had died intestate.

Revisor's Note

Section 3(b), V.T.1.C. Article 11.10,
provi des that a nutual assessnent conpany
that converts to a nutual life insurance
conpany "may continue to transact the kind or
ki nds of insurance business for which it has
been i ssued a Texas certificate of




authority.” The revised |law omts the quoted
| anguage because the conpany's certificate of
authority is unchanged by the conversion and
permts the conpany to transact only those
ki nds of business.
Revi sed Law
Sec. 882.655. APPLI CABLE LAW AFTER CONVERSI ON. After a
mut ual assessnment conpany or association is converted to a nutual
life insurance conpany, the converted conpany is governed by this
chapter. (V.T.1.C Art. 11.02, Sec. 2 (part); Art. 11.10, Sec. 1

(part).)

Source Law

[Art. 11.02]

Sec. 2. . . . [the conpany . . . is
possessed of a free surplus of not |ess than
Two Hundred Thousand ($200, 000.00) Dol lars
and that such surplus is in the custody of
the officers either in cash or classes of
i nvestnments as provided in Paragraph 5 of
Article 11.01 of this Code] . . . . The
foregoing requirenent as to free surplus
shal |l apply to nutual assessnment conpanies or
associ ations which may convert to nutual
| egal reserve conpani es under the provisions
of Article 11.10 of the Insurance Code as

anmended.
[Art. 11.10]
Sec. 1. . . . upon such conversion

shal |l be subject to all of the provisions of
Chapter 11 of this Code.

[ Sections 882. 656-882. 700 reserved for expansion]

SUBCHAPTER O ENFORCEMENT PROVI SI ONS
Revi sed Law
Sec. 882.701. APPLICABILITY OF SUBCHAPTER This subchapter
does not apply to a nutual l|ife insurance conpany organi zed under
this chapter that has a surplus of at |east the m ni num anount of
capital and surplus required of a capital stock conpany under
Sections 841.054, 841.204, 841.205, 841.301, and 841.302. (New.)

Revisor's Note

Section 882.701 is added to the revised
law to clarify the applicability of this
subchapter. See Revisor's Note (3) to
Section 882.001.




Revi sed Law

Sec. 882.702. | NVESTMENT AND DEPCSI T OF FUNDS; CRI M NAL
PENALTY. (a) A person commits an offense if the person is an
officer or director of a nutual life insurance conpany and the
person knowi ngly or wilfully violates or assents to the violation
of Section 882.252.

(b) An offense under this section is punishable by
inmprisonnment in the institutional division of the Texas
Department of Crimnal Justice for a termof not nore than five
years or |less than one year. (V.T.1.C. Art. 11.18-1 (part).)

Source Law

Art. 11.18-1. [Mutual life insurance
conpani es shall invest their funds in
accordance with the provisions of the
statutes concerning investnents of life
i nsurance conpanies in this State; all noneys
of nmutual l|ife conpanies, comng into the
hands of any officer or officers thereof,
when not invested as prescribed by said | aws,
shall be deposited in the nanme of such
conpany or conpanies in sonme bank or banks
whi ch are subject to either State or nationa
regul ati on and supervision, and which have
been approved by the Comm ssioner of
| nsurance as depositories therefor.] Any
officer or director of any such conpany who
shal |l knowi ngly and wilfully violate or
assent to the violation of the provisions of
this article shall be inprisoned in the
penitentiary not |ess than one nor nore than
five years.

Revi sed Law
Sec. 882.703. POLICY FORM REVOCATI ON OF CERTI FI CATE. The
departnment shall revoke the certificate of authority of a nutual
life insurance conpany that issues a policy on a formthat has
not been approved by the departnent as required by Section
882.453. (V.T.1.C. Art. 11.13 (part).)
Source Law

Art. 11.13. . . . [the formof al
policies issued by any such conpany shall be
approved by the Board of Insurance

Comm ssioners] . . . the Board shall revoke
the certificate of authority of any such
conpany whi ch shall issue any policy except

upon such form so approved.



Revi sor's Note
(End of Chapter)

V.T.1.C. Article 11.13 provides that
"[mMutual life insurance conpanies are
authorized to transact business throughout
this State and in other states to which they
may be admtted.” The revised law omts the
guot ed | anguage as unnecessary because a
conpany's certificate of authority issued by
t he Texas Departnent of Insurance provides
sufficient authority for the conmpany to
engage in the business of insurance in this
state. Simlarly, an authorization from
anot her state provides sufficient authority
in that state. The omtted | aw reads:

Art. 11.13. Mitual life insurance
conpani es are authorized to transact business
t hroughout this State and in other states to
whi ch they may be adm tted;
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